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Executive Summary 

Health Care Financing in Lafin America and 
the Caribbean (HCFkAC), 2 four-year (1985-89) 
AID centrally--ded project, carried out research and 
related technical assistance in eight camtl;res - Belize, 
Bolivia, the Dominican Republic, El Salvador, 
Ecuador, Guatemala, Peru, and St. Luck. These 
efforts focused on (1) heda  care costs: how they 
should be accounted for, how and why they vary 
Lrnong similar provider institutions, and how they can 
be controlled; '3) demand for heal& care: how hozse- 
holds respona to self-perceived illness (depending an 
household characteristics and on physical and 
financial ac~ssiblliry of health services) and how 
much they pay for health care, either direcdy or 
through private prepayment plans; and (3) health 
finmcing alternatives: how health care expenditures 
from generd tax revenues ace (or can be) supple- 
mented with social security revenzles, private, prepaid 
plans, and user fees charged in both public and private 
health care facilities. 

The RCF/LACproject also conducted m u d  work- 
shoi~s at which its research studies, in draft, were 
reviewed by LAC heal& auhorities, AID nedlrh 
officers, and expert researchers and advisors. The 
projecl's final research reports reflect these peer 
reviews. 

The project began in 1985 with a lirerature survey 
md concludes wirh the presznt synthesis. Since many 
other recent surveys of health care financing research 

and practical experience exist, the state-of-the-art is 
already well-documented- This review therefore mn- 
centrates on 10 lower-middle-income counnies (the 
eight listed above glus Jamaica and Honduras); on 
the economic, institutional, and plicy context of their 
health care financing issues; on the findings of some 
23 research smdies of fieallh care costs, demand, 
and financing alternatives carried out in fhese coun- 
tries over the past five years; and on the conclusions 
and recommendations that emanate from these find- 
ings. 

Because of the economic crisis that beset most 
LAC countries over the past decade, public healih 
expenditures have declined, both absolutely and as a 
proportion of GDF. Even greater has beenthe deterio- 
ration of the quality of public heala care. While 
general tax revenues remain the most important source 
of health care support, accounting for anywhere from 
30 to 80 percent of total heal& sector financing in rhe 
13 LAC countries reviewed here, these countries tend 
to assign increasing importance to socid securiry and 
private sector financing alternatives. 

The economic crisis has apparently stimulated 
private health care spending, which appears to have 
risen as a proportion of total health sector financing. 
The. World Bank and AID, as the main sources of 
international health development support, have 
encouraged the general tendency toward diversifica- 
xion of health sector financing; these donors have 



urged pxblic hea3tl-i authorities to reallocate resources 
from hospital to pI%xary and preventive care and to 
rel5' more heavily on altcrnarive sou~ccs of financing. 

Cost studies at rhe primary care level have foxnd 
rhat h e  annual roral costs of otherwise ccrnparable 
health centem, as well as rhe lrnit COSIS of services they 
deliver, vary widely - both within and among subsec- 
tors (Le. public, social security and private). These 
variations are explainable by differences not only irr 
the centers' efficiency of resources uiilization, bu; also 
k tbe variety, quantit!, and quality of find scrviccs 
they prfidrrce. 

Ccst studies at the hospita! level have fouc 1 that 
large fzcilities account for even bigger proponions of 
the total cost of public health services ihm sl.=dard 
expenditure accounts show. Identifying fd ly -  
zccoufited-for facility costs, as well as the uriiit ccosts of 
individual depaments and the services hey provide, 
creates a basis for political and management decisions 
on cost containment, cost recovery, qudity improve- 
ment and equicablz resources allocation. 

Studies of the demand for hedlih care show thzl 
households - as well as employers, acting for their 
employees - account f ~ r  Setween 20 and 40 percent 
of total health sector expenditures in the I0 LAC 
countries reviewed here. These expenditures include 
direct payments for b o a  public and private care, 
purchases of medicines, and payments for coverage 
mder pfivaie, prepaid plaxs. 

Simulations, based on household survey data, 
suggesr h a t  if user charges for outpatient care in public 
huspi~dls were introduced or increase0, within reason 
and with exemptions for the poor, overall health 
services utilization would not decline significantly; 
however, many users of public health services wnuld 
switch to private providers whose services ~ e y  
consider to be of higher quality and/or more readily 
accessible than public services. Demand for inpatient 
care more strongly favors public facilities, because 
they are in more ample supply ihm private hospitds 
and because private hospitalization charges are not 
affordable by most households. Demand studies also 
show that even very low-income households make 
some payments for health care (especially msdicines), 
bxt that most of the cost of the health c s e  rhey need 
must be borne by prcviders &at are publicly funded or 
supported by private charitable sources. 

Svddies of health care financing alternatives 
emphasize the important role that social security plays 

in financing medical care. especially in Latin 
American countries. In  he seven Latin American 
countries reviewed here, medical care under social 
security accounts for 20 to 36 percent of torg health 
sector expe~ditures; in t!!e three Cafibbear, countries, 
social security programs contribuie up to i 0  percent 
(Belize, St. Lucia) or nothing ar all (Jmaiczj. In 611 10 
countries, social secarity rfiaidy covers urban middle 
income workers and their deper,der:ts, aiihough 2 mrd 
program irr Ecuador demonstrates that coverage can be 
extended to agricul~ural. communities as well. The 
cost of medical care under social security is generally 
higherthan the cost cf public or private health services, 
and yet many beneficiages consider the quality of this 
care also to have deterioraed in recent years. 

Studies of priv~te, prepaid health plans show that 
these altemafives are still emergen;, but in some areas 
are already an important component of total health 
sector financiag. Privxe, prepaid pXms include insur- 
ance plans (individual md group policies) as well as 
employer-, zornrntmi~y-, and provider-~ana~ed plans. 
Lima md Santo Domingo, where lhese plans account 
for gbout 10 pzrcerit of total coverage, are h e  leading 
examples of their potential for providing coverage ir; 
large ~ r b m  areas. In a few smaller cities and ago- 
export areas, employers ( ~ r  employer orgmiza~ions) 
agd communiries (or cooperatives) are providirig 
ambulatory care financed by prepaid plans and/or user 
fees. Some of &ese plans aerncnstrate the ptentlal. for 
expansion of ambulatory care, but they generally do 
not provide for inpatient care (except normal deliver- 
ies). 

Based or? &esa findings, it is recommended that 
international health development support continue 
concentrating on public health care, but also broaden 
its scope to include assistance to medical care pro- 
grams under social security. Baweer. them, these two 
subsectors account for two-thirds or more of total 
health sector financing in the LAC counrries reviewed 
here, and ttxcy have h e  main responsibility for provid- 
ing hedtk- services for the low afid middle-income 
population. 

Cost coritaiment in these govemmellt-financed 
and operated programs should emphasize increases in 
priductivity and improvements in q~~ality.  User fee 
payments (subject to means tests) and charges to 
patienrs' private, prepaid plans should be viewed as 
reducing the implicit subsidy of providing relatively 
affluent users of government services wit!! free care, 



and generating additional revenues for more medi- 
cines, better maintenance, and other means ofpruduc- 
tjvl ty and quality enhancement. 

A cost conGiinment strategy should initially target: 
large hospitals operated by ministries of health and 
social security institutions, because their total costs are 
even g~-eat,terihan standard expendime accounts show. 

- Two main elements in such a strategy should be to 
limit the personnel budget to a share of t s td  expendi- 
tiires that allows appropriate bsdgetary allocations to 
o~9ercritical. line items (~edlcines, maintenance, etc.), 

ro redirect routine ambulatory care from hospitals 
to primary health care facilities. 

Private health care financing alternatives should 
be supplementary to, and supportive of, govemment- 

hnded and operated health services in the countries 
review& here. Households and ernplcyers already 
contribute a laLbc share of total health care spending, 
aside from the taxes they pay to scpport government 
services, and ro some extent they do so because they 
consider government programs deficient in quality 
and accessibility. Private health care financing aIaIter- 
natives, however, shodd nor be assumed to be inkr-er- 
ently more efficient and equitable than government 
services. The development of these alternatives should 
be facilitated so that govemment programs can con- 
cenlrate more of their resources on primary health care 
and essential hospital services that are of good quality* 
readily accessible, and available free of charge (or at 
nominal fees) to their target popularions. 
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Introduction 

This report brings to a concIusion a four-year 
(1985-1959 j research and technical assistame project 
entitled Health Care Financing in Latin America 
and the Caribbean (HGF!LAC). Funded by the 
LAC Regional Bureau of the IJS Agency for hterna- 
donal Do,vel~pm.snl (AID), 6ic project ~ i r r i e d  out 
research m d  provided relsted iechicd assistance in 
eight Latin Americm and Caribbean comrir;,e.s; where 
it focused on tbzee topics: the fully-accomtcS-for 
costs of Ire81Zh care, household demand fm- k z l t h  
care, and t2rc fcasibiliry of alternatives $3 ~bi: 34;a~c- 
ing of heal& care ,fmm ge~eral tax revenues. Thc.;:~ 
topics, all of them AID policy priorities, reflect hi. 
-.:m.jor cunvictiuns of tbe:4gency: first, that resources 
limitations and organizational inefficient y have im- 
posed severe constraints cn the zffective exp~qsion of 
pubfic health services in the LAC region; and second, 
&at cost containwent measures, together with in- 
creased cost recovery rhrough user fees and prepaid 
risk-sharing rnecfimisms, d l  be needed to help the 
region's lower-middle-income counuies achieve the 
universally accepted goal of "Wealth for AU by the 
Year 2000." 

tries), programs (e-g., =ass vaccination campaigns), 
or individual faciliries (e-g-, public clinics). The costs 
of institutions, programs, or facililies (or the services 
'they provide) should be "fully accounted for," that is, 
they should include p ysicral capital, administrative 
overhead, md operatidig costs. The resulting esti- 
mates of total costs - including the costs of inputs 
(such as personnel and supplies) and the avem2e and 
marginal costs of service outputs -have many appli- 
cations: for exaiiple, user fee schedule ~ ~ i i s i o n  
(based on the average costs ~f services), staff produc- 
tivity assessment (based on comparisons of factor 
input with service output costs), or budget prepara- 
Can (based on the identification of connoUab1e VF. 
sroncontrollable costs at each level of authority). 

More broadly, cost studies can yield data on cost 
vacations (anlong imtitutions and/or for the same 
inssi'iution over time) and their d ~ x m i n a n t s .  Identi- 
fying these is essential for improving financial man- 
agement  an^ implementing cost control nzeasures. 
Finally, cost studies provide a context wimin which 
the financial implications of specific policy options 
- for example, whether or how to expand population 
coverage - can be assessed at rhe nationd, sectorial, 
subsectorid, or institutional level. 

A. Usefuhess of Health Care Financing 
Studies 2. Demand smdies. Demand mdies, based on 
1. Cosi studies. Typically, cost studies mate household suw-y infomation, not only help to iden- 

databases for use by institutions (e-g., health minis- tify current utilization of health services; through 



computer simula~ions, they also estimate changes in 
demand in response to changes ir, the variables that 
affect it. Health officials can use this ini~mation to 
determine what additional resources (real and finan- 
cial) are needed to meet policy objectives, bow best 
to allocate existing and/or additional resources, and 
how consumers' perceptions of the quality of the 
services offered affect rheir use. 

The increasing policy interest in the issue of user 
charges, espccidy for currently free public health 
services, provides a good example of the practical 
usefbhess of demand adyses: rhey can simulate the 
effects, on k3& consumers' utilization of services 
an0 health facilities' direct revenue generation, of 
price changes - before policy decisions are made. 
Other potential poiicy decisions, affecting (for ex- 
ample) the quality of care or the location or srafing of 
facilities, can also be tested - prior to their irnplern- 
entaticri - tfirough demand analysis 

3. Alternative financing studies. Alternative 
fmzqcing studies are needed became of the limited 
availability of general tax revenues for healtl care 
financing. Such studies can assess the efficiency and 
equity of differem ways of allocating public and pri- 
v2re resources, define the respective responsibilities 
of the public and private health subsectors in 'the 
finar-cLrg and delivery of health care, and identify 
and evduate new sources of health financing, includ- 
ing ways to encourage users to pay directly for thar 
heal& care. Examples of alternative financing mecha- 
nisms fd l  into four broad categories: social insur- 
ance, private insurance, cther prepayment arrange- 
ments, anti user fees. 

B. HCFIEAC Project l[mplementation 

The HCF/LAZ pr~ject begm its work in 1985 
wZtt an extensive survey of the health care fifiancing 
literature relating to the Wee priority topics on which 
it was ro foccs. This survey resulted in a review paper 
(Russell and Zschock 1986), a preliminary draft of 
wkich was discussed in depth ai the first of four 
annual project workshops attended by LAC health 
officials and AID hcdth oficers as well as prsject 
staff, ct?nsultants, and advisory committee members. 

SubsequezCy, project staff and consultants were 
invited to visit eight LAC countries (Belize, Bolivia, 
the Idoriilnican Republic, Ecuador, El Salvador, 
Guatemala, Peru, and St, Lucia). In each, they 
provided sl;;;rt-term technical assistaince and identi- 

fied research strldies in suppon of specific host coun- 
tly and AID objectives. 

These visits resulted in zhe design and implemen- 
tatlsrr, ruder HCF/LAC auspices, of eigk research 
studies - two in the Dominican Republic md one in 
each of the other countries visited excep for El 
Salvador, where a study identified under the HCF/ 
LAC project is being carried out under another AIG 
cenndly-funded project, The eight HCFLAC studies 
add up to a well-balanced menu of studies in AID'S 
~ r e e  priority areas: three are on the costs of hcalrh 
care, rwo on household demand for health care, and 
thee  on alternative health care financing mechanisms 
(see Appendix I for a list of all documenxs generated 
in the course of the HCFILAC project; see Appendix 
Ii for brief summaries of the eight HCF/LAC count5 
studies). Follow-up technical assistance was provided 
in a?J eight count;,-ies - in some cases, directly by the 
HCFLAC project; in others, through other AID 
centrally-bnbed projects ( E A C H ,  PRITECH) or 
with hnds provieed by USAID -Missions. 

The spzcific inspiralion behind each of the eight 
HCFLAC studies varied: 

s the cosr smdies (underraken in Emador. Belize, 
and St. Luc~a) dl resulted from host county govern- 
ment requests to the respective USAID Missions for 
research and technic$ assistance to he:p in cost con- 
tainment cost recovery effurrs; 

u the studies of alternatives to the financing of 
health care from general tax revenues (Bolivia, 
Guatemala, md Peru) originaxed wi* rhe respective 
USAID hlissions' need for research and technical 
assistance: in Bolivia, to provide a mzrket mdysls to 
help PROSALUD - an AIP-funded network of pri- 
vate primary health care (PHC) facilities - become 
financially self-sustaining; in Guatemala, to explore 
the ncterltial economic and managerial viability of 
private PHC Mivery In the country's ago-export 
scctor md ro make recommendations for USATD 
support of such initiatives; and in Peru, to provide 
USAID with a qystems analysis af mban health care 
financing ditematives for possible d:versification of 
the Mission's fuhre health sector sepport; 

e a similal need in the Dominican Republic 
prompted the Mission there tc request a hcusehdd 
survey-based hedth care demand analysis, except hat 
in this case host country public healt!! officials shared 
the Mission's sense t3ar such an analysis would f iU an 
important information gap in the overall context 
within which health sentices ir, S a n t ~  Domingo are 
p! anned. 



. The fust and last of the project's 10 reports xe 
devoted to two objectives: to review and swthesize 
~ I a t e d  research and present recommendations. The 
first report, mentioned above, contained not only a 
2itemc~re review but also a number of policy and 
resea~ch rec9mmendations. The present (and 5nd) 
mprt updates the first one, focusing on research 
studies canied out since the HCFLAC prcject's 1985 
ince~tion, A draft: of this final ~ p r t  was thuroughly 
discussed and checked for completeness ar,d accu- 

I racy by 33 participants at the project's Final Meting, 
heid in Washingon, DC, in June, 1989 (see Appendix 
III for list of Final 33eeting participants and their 
institv.~onal affiliations). 

C .  Role of' LAC Participants 
I 

d4s a matter of princigle, the HCFLAC project's 
research studies wen all designed and implemented 
in dose cooperafirm with host coufitry experts: bth  
researchers and - to the extent possible - local 
health autPlorities. Collaboration with local authori- 
ties in tbe design and field research stages of the 
studies was particularly close in five countries. Three 
of these were the countries in which cost studies were 
carried out (E.cuador, Belize, and St. Luciz), since the 
requests for these studies originated with the respec- 
tive ministries of. health. A f0rrrtt.l was Bolivia, where 

I t5e leaderspip of PROSALUD worked closely with 
HCFLAC project staE and consuftmls. And in the 
Dominicm Republic, which yielded two HCF/LAC 
repcfls, both rhe hcusehold survey and the subse- 
quent anatvsis of the demand for health care were, 
from kginning to end. closely collahfativs: efforts 
of host co~mny researchers assodated with EPD, (t 
local research institution, an6 HCF/LAC project staff 
and ccnsultants, under the gtzidance of an irrtra- 
sectorial review conmictee of public ar,d private. 
health authorities and USRID Mission cfficids. 

Researchers m& potential users of each of the 
eight HCFLAC coiintry study reports were substan- 
tially involved no! only in the design and fieldwork 
stages of the research but &so in reviewing prelimi- 
nary drafts of the repom, thus assuring the accuracy 
and usehhess cf rhe find versions. The preliminary 
drafts of all eight HCF/LAC counuy study reports 
were reviewed at a series of workshops, held in Quito, 
Ecuadcr, i r  1987; in Antigua, Guatemala, in i988; 

I and in Sanm Domingo, Domisrican Republic, in 1989 
(the last of these was funded not by the project but by 

I USAli)/Dorninican Republic). At each workshop, 

participants included host country hedltl~ officials and 
researchers, AID health officers, those project con- 
sultants who had participated in the studies under 
discussion, project staff, and advisory cornmitt& 
members. The workshops served the twin functions 
of subjecting all H W A C  draft reports to a thor- 
ough peer review, and familiarizing all participants 
with the design, findings and recommendations of 
each study. 

D. HCFiLAC" Final Report 

After reviewing over 2 0  documents reflecting 
recent health care financing research undertaken in 
both LAC and non-LAC countries, the co-authors pf 
this final HCFLAC report concluded that the hcor- 
powtion of research findings pertaining to the eco- 
nomically more advanced countries of the LAC 
region, as well as to the less advanced countries of 
Africa and tile Pacific Bzsin, would not only overlap 
wilh the material p~sented,in the initial HCFLAC 
repoK more importanfly, it would also require con- 
sidera!ions of comparability (or lack thereof) that - 

wculd weaken the focus and objectives of the preserit 
report. We thus decidzd to limit rhis Eport to 10 LAC 
countries that represent: AID'S priorities for hedB 
policy irnpkmentalion in the region, arid from which 
iesults of health c z e  financing research carried . , 

over the past four years are availabIe. 
This final report thus focuses or1 the seven cum- 

tries in which the HCFLAC project implemented its 
eight country studies, plus El Sdvador, Hondnras, 
and Jamaica. For our purposes, These countries are 
readily and usefully comparable. All are lower- 
middle-income, is defined by the World Bank (see. 
Table 1) - that is, their per capita incomes range 
between about US $500 and US $1500. All suffered 
severe economic recession in the early to mid-1980s. 
With the exception of Peru, all have smaU popula- 
tiofis, which is genemy assumed to leave them eveh 
more exposed to the vicissitudes of international eco- 
nomic conditions than larger countries that can rely to 
a greater extent on domestic rnarkf.: -'_,nand to stimu- 
late economic growth. 

Prior to the preparation cf this final report, we 
reviewed dl document~ry sources in the HCF/LAC 
project library, undertook an extensive search of the 
bibliographies of recent reviews and individual 
research studies for additional reference materials, 
and soficitec! information - fiom USAID Missions, 
the World Bhnk, IDB, PAHO, and several AID 



Table 1 

POPULATION AND ECONOMIC INDICATORS FOR SELECTED LAG COUNTRIES 

Population Popula~ion GNP/ Change in GDP/Capita (4) 
Couatry Size (1) Growth (2) Capita (3) 198 1-84 1985 1985 
-----. .--- - - - - . -- - . -. - -. - . . -. .- - --. , L .. - - - . -- - ---- " " - - - -  

Belize 
BoIivia 
Dom. Rep. 
Ecuador 
EI Salvador 
Guatemala 
Honduras 
Jamaica 
Perd 
St. Lucia 

."" --.. -... -- - " . - . - - >. A-- .. .... . 

(1) in millions, mid-1986; ( 2 )  annual average, in percent, 1980-86; (3) in US dollars. 1986; (4) average 
annual rate of change. Sources: Dam for columns (1 )-(3) from World Bank. War-ld Development Report 
f 988, Tables 1 znd 27; also. Box A, p. 289, for eoIumns ( I ) ,  (3 j arid (4) for irifomation on Belize and 
S t  Lucia. Daia in colun~ns (41, except for Belize and Sr. Lucia, from Inter-American Development 
Bank, Economic and Social Progre~s in Latin Anzer-ica, 1988 Repor-I. Table 11-5. 

1' conrracrors (JSI, MSH, Urban Institute. URC) - on 

1, relevant studies still in progress or recently corn- 

I' pleted. From the more than 200 documents reviewed, 
we selected 84 that, in our opinion, contain those 

Ii reswch methods, findifigs, conclusions, an-d policy 
recommendations most pertinent to Gur primary ob- 
jective of updating the initial MCFLAC projea docu- 
ment by synthesizing recent LAC health care financ- 

' ing research. The 84 docurnents are listed in the Bib- 
liography, where, for easier reference, rhey have been 

; differentiated as "Guides and Reviews" of the litera- 
: ture (designated, in the Bi's.Ziography, by the letter G): 

"'Heatth Systems and Policy Studies" (P); and studies 
I dealing specifically with "Costs," "Demand," and 

"Aiternative Financing" mechanisms (C. D, and A). 
Twenty-thee recem studies, distinguished by as- 

) terisks h the Bibliography, seemed particularly im- 

I portant to the goals of this final report: all contain the 
results of original research, undertaken in one of the 

, 10 countries reflected in this report, in-one or more of 
AID'S three policy priority areas. Most of these 'To- 

I 

cal" srudies were supported by AID, including the 
nine produced under HCFLAC project auspices. 

Our review of the literature proved that there is 
no shozage of health care financing guides and re- 
views. Vie identified 28 such documents, starting w~th 
the 1978 World Health Organizarioii rechnical repurl 
Fivztxnciny o$ k-ecllth Seri:ices, which can :be credited 
with initiating the growing policy concern, over the 
past decade, with health care financing and sustaina- 
bility issues. Perhaps the most comprehensive of these 
syntheses is a 1986 review and annotated bibliogra- 
phy that also summarizes current policy issues fHoare 
and Mills 1986). Our selection of health care financ- 
ing guides and reviews also includes some that focus 
specificalfy on costs (Reynolds and Gaspari 1985; 
Robertson 1985: Jimenez 198.l: REACH 1987), 
demand (Akin era!. 1985; Bitran 1988). and alterna- 
tive financing (Brenzel 1987 and Stinson- 1982 on 
primary health care financing alternatives; Griffin 
1988 on user chzrges; GHAA 7985 on Frepzyment 
mechanisms in the LAC region; and Zschock 1986 on 



social security financing of medical care in Latin 
America). The RCFLAC initial review (Xiussell and 
Zscfiock 1986) remains a usehl survey of all threc of 
these areas, bart particularly so of alternative health 
care fin=cing studies and policy issues. 

A synthesis such as t h i s  one c m o t  possibly do 
full mci equal justice to a l l  the documents on which it 
Ss based. For a more thoroegh undersumding of the 
me&ods, findings, and implications conuined in the 
84 sources listed in the Bibliography, we refer the 
reader to the origiaal documents. Neither can a syn- 
xhesis purpcrt to be (much less to remain) completely 
up-to-date. In general: this report reflects the "erlmc- 
graphic present" - the facts ;ti the rime of fieldwork. 
In some instances, new data have become available 
since t,he distriburion of tile original documents on 
which this report is based. We have changed or up- 
dated our information only in hose cases in which 

there is some important policy implication to be 
drawn from the new data. 

E. Organization of Report 
TIze larger context of LAC economic conGitions, 

health sector evolution, and donor agency health poli- 
cies is reviewed in Chapter 11, which provides the 
background for findings on costs, demand, and fi- 
nancing alternatives in the health sector. The re- 
search methods used in the HCFLAC studies are de- 
scribed in Chapter III, while fifidings from the 23 
focal studies are summarized in Chaptcrs JY-VI. Con- 
clusions and recommendations, addressed to LAC 
health authorities, USAID Missions, and AID/W and 
other organizations and individuals involved in inter- 
national healrh policy and program support and coor- 
dination, are presented in Chapter VII. 



Context 

Over the period 1985-1989, when most of the 
research studies reviewed in this report were carried 
om, the 10 counfries on which this report: concen- 
trates continued to exprience the effects of the seri- 
ous economic crisis that has affected the whole LAC 
region since the early ;980s. Yet very few of the 
research studies reviewed here were explicitly 
designed to analyze their topics with reference to the 
economic crisis and its impact on the health sector; 
only the regional studies sponsored by PANO 
(Musgrove 1987a, 1988) and the USAID-funded 
1985-1986 Wealth Sector Aniilysis of Peru (Zschock 
1988) specifically deal with the impact of the crisis 
on the health sector. It is dear, however, rbat - 
m o n g  the reasons for carrying out most of these 
studies - the impact of the crisis on health care 
financing was an important one. Another reason was 
a pervasive sense that the organization of the health 
sector in LAC countries was changing (or should 
change), and that the corresponding implications for 
the financing of health services needed to be better 
understood. 

T h i s  chapter provides the context in which the 
research smdies reviewed in this report were carried 
out. It outlines macro-economic condifions, organ- 
izational changes within health systems, and the 
health policies of international donor agencies 
- specifically those of the World Bank and AID - 

~ a r  have g i d e d  health sector suppor? over the past 
decade. 

A. Economic Context 
Resource constraints and problems of inefficiency 

affecting public health servlices became a growing 
concern during the 198Cs, as LAC countries - with 
Ihe assistance of international. donor agencies - 
sought to expand PHC coverage at the same time that 
national economies were beset by declining growth 
of outpit and increasing domestic and intemationd 
deb.  Economic growth, which had averaged 5.9 per- 
cent annually between 197 1 and 1980 for fie LAC 
region as a whole, became negative in the early 1980s, 
and has only partially recovered in recent years (Table 
21 + 

Among the Andean countries, Bolivia and Peru 
suffered severe recessions in 1981-83. By 1986, the 
economy of Bolivia had still not recovered, and Peru's 
brief economic upswing was cut short by the onset of 
hyperinflation. Ecuador's oil boom of the 1970s 
ended at the turn of the decade, and economic growth 
has been sluggish since then, with a reversal in 1987 
as a result of the severe damage caused by an emh- 
quake in January of that year. The Dominican 
Republic and three Central American countries - El 
Salvador, Guatemala, and Honduras - also experi- 



Table 2 

GROWTH OF GDP, SELECTED LAC COUNTRIES, 3 97 1-86 
(Average annual rates, in percent) 

. - - - -  -- - . 

Source: Inter-American Development Bank. E~*otlornic ur~d Social Progross in Latirz 
A~nericrr, 1988 Rcpnl.i, Table 11-5. 
"Average of 25 LA:: countries. 
Note: The source from which this table is drawn does not include dzta for Belize and St. 
Lucia. While other sources provide corresponding data. inconsistencies arnoag sources are 
such thar combining them in one table is not advisable. 

enced declines in GDP at ;he oursei of the 1980s. as 
world market prices fur  several of their asricultural 
producrs dropped sharply. El Salvador also suffered 
rhe economic comequences of an earthquake in 1986. 
Yone of these four countries has seen any real recov- 
ery since then. Jamaica's economy has performed 
poorly throughout the past two decades. 

In most of these countries. unfavorable economic 
conditions have undermined the public policy objec- 
rive of expanding primary health care through minis- 
tries of health. and have a!so caused the deterioration 
of many existing pitblic health services. Levels of 
p ~ b l i c  health care spending (defined. in national 
income accounts. as spending primarily through min- 
istries of health: medical care programs funded under 
social security are not inciuded) are shown in Table 3. 
in the form of health expenditures as a propartion of 
GDP. A comparison of Tables 2 and 3 suggests that 
rhis proportion has tended to decline as countries' 
GDP growth rates slowed and turned negarive in 
various years. Ji should aIso be noted that the effect of 
declining financial commitments ro public health is 
further aggravated by population growth. which 

reduces pel- cqira  health care expenditures. in abso- 
lute terms. even more than these relative data indi- 
cate. 

Bolivia, whose public health expenditures aver- 
aged slightly more than one percent oP GDP through- 
out the 1970s. reduced this amount to less than half of 
one percent in the 1880s. Peru - its economic crisis 
notwithstanding - has maintained public health ex- 
penditures at about one percent of GDP throughout 
the two decades. Ecuador, which had made a major 
policy commitment to public health starting in the 
mid- 1970s. sustained a two percent level of expendi- 
ture until the mid-1980s. but has recently reduced 
public health spending to only one percent of GDP. 

Guatemala's financial conlmirment has fluctu- 
ated considerably. but also averages around one per- 
cent of GDP. while in rhe Dominican Republic, pub- 
lic health expenditures have declined recently from 
the 1.5 to two percenr range to one percent. El Salva- 
dor and Honduras. however, have fairly consistently 
spent the equivalent of about 1.5 percent of GDP on 
public health (with a recent increase to two percent in 
Honduras). 



Table 3 

PUBLIC HEALTH EXPENDITURE AS A PERCENTAGE 
OF GROSS DOMESTIC PRODUCT. SELECTED LAC COUNTRIES. 1976-86 

Bolivia 
Durn. Rep. 
Ecuador 
EI Salvador 
Guatemala 
H~nduras 
Jamaica 
Pem 

- - -  
c and Soc*itr! P/ -oqr~ss  in Latin Anz~i-ica. 

1858 Repot-r. Table IV-8. 
n.a. = not available. 
Nore: The source from which this table is drawn does not include daia for Belize and St. Lucia. 

I While other sources provide corresponding data. inconsistencies among sources are such that 

j combining them in one table is not advisable. 

Jamaica's relatively high levels of pubiic health 
expenditures (Table 3 j  cannot bz compared with the 
Latin American countries- lower Ieveis. since 
Jamaica does not provide healr:? care though social 
security arrangements. Each of the Latin American 
countries, in addirion 10 supplying health services 
through its ministry of healrh, also provides medical 
care through its social security system. at a level of 
financing approximately equivalent to its public 

health expenditures {Zschock 1986). Thus, with a 
few exceprisns, combined public sector spending on 
health has tended to be between two and four percent 
of GDP. (Jamaica spent between three and four per- 
cent of GDP on public health in the early 1980s. but 
these outlays have declined in recent years and now 
approximate the country's thee percent Ievel of the 
late 1970s.) 

The data in Table 3 show that during the 1470s - 
a period of strong ecofiornic growth - public health 
spending tended to account for a relarively high pso- 
portion of GDP in the LAC region. but during the 
1980s - a period of economic recession - public 
health spending has tended ta fa11 as a proportion of 
GDP. Cornparabie trend datz for medical care expen- 
ditures under social security are not available. One 

can assume. however. [ha: these are even more di- 
rectly affected than public health spending by changes 
in economic condirians. The reason is rhat social se- 
curity revenues - mandatory wage-based contribu- 
tions by employers and employees - probably vary 
more sharply with changes In economic output than 
the genenl tax revenues that fund pubjic health sew- 
ices. 

The effects of economic recession or! heaIth care 
financing involve a chain reaction, with some lags. 
Typically. reductions in economic ourpilt result ini- 
tiaily in investment: cutbacks. temporarily cushioning 
the ef3ect of recession on consumption (i.e.. recur- 
rent j expenditures (this tends to be true of the econ- 
cmy zs a whole as well as the health sector). In the 
long run, however. decreased investment has a greater 
negative effect on economic growth - and on health 
services expansion - than a temporary reduction in 
recurrenr expenditures in a period of adverse eco- 
nomic conditions. As ~wernplayrnent rises and house- 
hold incolxes decline, demand for pubiic health 
senices provided free or at nominal user fees m2y 
increase. At the same time. however, public services 
rnay deteriorate as maintenance of hospitals and PHC 
faciliries. as well as equipment repairs or replace- 



menn, are postponed. Recurrent expenditures are also 
cartailed - primafily, however, at the expense of 
facilities rnainrenm.ce a d  supplies rather than wages, 
benefits and pensions. The qudiry of serv~ces is thus 
likely to daer;;orate even more ihan recurrent expen- 
ditures decline. 

The impact? on public hedtli expenditures, of thc 
LAC co~ntries' econorn ic recession ofthe early 1983s 
has been andyzed by Musgrove (1 987a) under PAKO 
auspices. His conclusions reflecr the expected pat- 
tern: 

e overall, as well as in the h c a l ~  sector, pu"oi.r; in- 
vestment, expenditures were cirtaiied mare sharply 
 an recurrent expendimrcs. crrshioning the imxedi- 
2te impact of the region-wide recessior. on healtll 
services delivery; 

e on aper capita basis, however, recurrem public 
heapt expenditures declined irx most LAC countries; 

r among recurrent expenditures, salaries. fringe 
benefits md pcnsicns for public health employees in- 
creased proportionately, while the budget shares of 
pharmaceutica!~ and other expendable supplies 
shrank; 

I, although Iitzfe is k o w n  abour the impact of 
economic recessior, on private health expendikres, it 
appcars thar "when income declines, private tola! 
medics spefiding falls more t F , x  proporiionateiy" 
(ibid+:431), thus increasing h e  demand for public 
healxh services. 

In 1985-86, t l e  impact of the economic recessiox~ 
on he& care expenditures in Pea  was analyzed, in 
detd,  in a USAID-funded, sector-wide srildy, the 
Health Sector Analysis of Peru (HSA-Peru) (Zschock 
1988). Tri general, the findings from this study sup- 
port Musgrove's co~?clusions for the LAC region as a 
whoit: 

e recui-renr expenditures, as a proportion of iotd 
mbisrry of health spending, increased from 86 pez- 
cent ;n 1980 to 90 percat in 2984, while investment 
in heal& facilities and equipment declined from 14 to 
1C percent of the total; 

r wages, benefits and pensions, as a proportion of 
total 3lOH recumenf expeaditures, increased from 62 
percent in 1980 to 78 percenr in 1984, while ~e pro- 
portion of supplies (including pharmaceuticals) 
dr~pped from 24 to 17 percent; 

o total pharmaceutical sales (public and private) 
dropped by 18 percent in vdue by 37 percent in 
rems of units sold between 1980-1984, and sales of 

essential medicines to the public heal& and social 
secgrity medical care programs - abmt a fourth of 
total pharmaceutical sales in Peri - dropped by halt 

* social security expenditfires for rnedicd care, 
which represented about a third of total health sector 
speirding in Peru, were more volatile than public 
health spending:  ley declined more sharply than 
public health spending, but recovered their pre-reces- 
sian :eve1 sooner than did those of the MOH. (This 
finding is supported by a subsequent smdy chat shows 
social security revenues expendiv~res in Peru to 
be highly cyclical; see Pewera Pavone 1987,) 

One irnporta7t finding of the HSA-Pem. how- 
ever, diverges from Musgrove's obsemation that 
private health expendiiures decline even more than 
public health spending in times of economic reces- 
sion: 

e private heal& care expenditures in Peru were 
estimated, in the HSA-Pem, to have increased, in 
both relative and absolute terns, during 'he country's 
eco~omic recession in the early 1950s+ R'hile public 
fiealtll spending declined from 37 to 33 percent of the 
health sector totzl between 1980 and 1984, the pri- 
vate subsector's share of totd hhe2.l~ sector expendi- 
mies ificreased fiom 29 percent in 1980 to about 33 
percent in 1984. Even in absolute terms, private 
sector spending for health care increased during 
Peru's economic recession. 

A more recent PAHO analysis of the recession's 
impact on public health expenditures (Musgrove 
1988) concludes that public health expenditures in 
the LAC regicn contracted roughly in pardel with 
cvsrdl central gove-ent expenditure r e d u c b x  
during the economic crisis. This suggests that -- 
during this time of presumably increased basic hu- 
man need for public health services - such services 
were considered neither less important tt.lan other 
public services nor deserving of relatively grezter 
allocations. 

B. Health System Context 

1. The private szrbseclor. IVhlls some private 
rnedicd services have always been available in the 
urban areas of the LAC region, expansion of these 
services was given impetus in the 1970s, in several 
countries, by the introduction of private health insur- 
ance and other collective arraEgernents. These 



prepayment nlechanisrns have now reached sipifi- 
cant levels of private health care financing ard popu- 
latian coverage in several metropolitan ma. 

Private ambulatory care as a proportion of total 
outpatient services far exceeds the use of private ho9- 
pitals as a proportion of total inpatient care, because 
inpatient: care is much more costly fian :~urpatient 
care; users of private ambulatory services may thus 
resort to public facilities when they require tiospi~a'li- 
zation. Because they have had to recover most of 
their cost through direct user charges, private hospital 
f~cilities have been relatively few. Over tbe past dec- 
ade, however, the demand for private hospital care 
has increased as a result of the growth of private 
health insurance, health plans operated directly by 
major employers, and a few prepaid provider plans. 
These third-party paymexn mechanisms reduce "rhe 
pices paid by beneficiaries for inpatient care, d- 
tfiough the cost of insurance coverage still limits 
access to private facilities ro those with relatively 
high incomes. 

In Colonial times, private charitable organiza- 
tions, called beneficencia in Latin American conn- 
tries, established hospitals at which the poor received 
care at no charge. Today, tfre private health subsector 
still includes a nonprofit component, whose services 
are provided throagh a proliferation of NGOs and 
PVOs. ,Most are funded by international charitatde 
organizations; others by indigenous cooperarives. 
Some of these services. however, have become q~asi- 
public operations, in that their medical staffs are paid 
by ministries of health, although other recurrent costs 
are typically paid from hxernational donations and 
user fees (see, e.g., Zschock 1988). 

Most sales of pharmaceuticals also take place 
lhrough the private sector. ,Public sector essential 
rncdicines programs generally account for only a 
smaU propurrion of rotaI production and sales of phar- 
maceuticals, leaving most uscrs of public health serv- 
ices with only one option: to purchase their medicines 
from private seclur pharmacies that prim&ly sell 
brand-naiie products. 

In the mral areas of the Latin American countries, 
the priva= sectgr also includes many practitioners of 
"traditional" medicine - healers and midwives - 
for whose services households pay directly, either iil 
cash or in kind. 

2. The social security and public subseetors. In 
must Latin American countries, the begi~ings  of 
medical care programs funded md operated by social 
security institutions date back to the period after 

World "Ww I, while most ministries of health were 
created only after World War ;I. Todzy the former, 
funded by wage-based contributions, cover employ- 
ees working in the modern sector, while the latter, 
fbnded from general tax rzvenues, have a three-fold 
responsibility: to serve as policy-making and regtila- 
tory bodies for the health sector as a whole, to pm- 
mote and deliver preventive health care for the entire 
population, and to provide free curative health sew- 
ices for low-income population scgments (Roemcr 
1986). 

General revenue taxes (levied an imports and 
exports, domestic sales, and personal a ~ ~ d  cornante 
incomes) are rhe single most irnporiant socice of 
finmchng for he&? services in the LAC region. As 
mentioned earlier, however. spending under the medi- 
cal care components of social security programs in 
the fower-rnidde-income Latin American cmntries 
neady equals puwiic health expenditures, &though 
the target populations of social security programs are 
much smaller than those of ministries of health. In the 
English-speaking Caribbem countries, social secu- 
rity programs have a more limited role in health a r e  
financing. Some make payments to the ministry ~f 
health, while others provide no medical care benefits 
at dl. Like Great Brimin, aese counnies have opted 
for n predominant"ly pubiic sector health services sys- 
tem, funded primarily from general tax revenues 
(Noare and ,Mills 1986)- 

The expansion of primary heahh carc, a policy 
developed and pursued under PAHO auspices in all 
LAC countries since the early 1970s, is generally 
regarded as a respoasibility of ministries of health 
(Zschock 1980). Tr, addition, in several Latin Ameri- 
can countries, hospitals for the poor, supported by 
beneficencia, atso became the responsibility of tIle 
public sector when they were given over to newly- 
formed ministies of health in h e  1960s and 1970s. 
These twin burdens - to e.x~and primary hezlth care 
and also support secondary and teaiary h e m  care 
facilities - have caused ministries of health in most 
of the Latin American c~untries to become increas- 
ingly ineficient, particularly as tiey have had to cope 
with severe budget consiraints at tfie sane  me that 
the costs of many health services inputs (e.g.. wages 
and benefits, pharmaceutical supplies) have greatly 
increased. 

3. ATutional healfh systems. The very generalized 
profile of LAC health systems provided above varies 
horn country to country (see Zschock 1989, 1986, 
and countq-specific sources where noted). For some 



countries, very little health system documentation is 
mailable; except for Belize, El Salvador, Honduras, 
Jamaica, and Peru, where USADS have sponsored 
recent health secmr resources analyses, there have 
been no intemaGond donor-sponsored health financ- 
ing assessments, in the countries reviewed here, dur- 
ing the present decade. The following summaries 
briefly describe hedth ,sector characteristics in the ten 
counrries that provide the foci for this report. 

e Bolivia provides heal& services under social 
security and ministry of health programs. The private 
hedth sector still lacks prepayment plms, except for 
health services provided by large employers such as 
sor.re of the extractive idustries. Many small NGOs 
a ~ d  PVOs provide primary care, and an expermental 
network of private PHC services in S a m  Cruz, whose 
development has been supported by USAID, is 
increasingly successful in self-financing from user 
fees; this model is being considered for impleme~ta- 
tion in severg other urban centers (Rosenthdi et ai. 
1988). 

In Peru, MOH services account for slightly less 
than a thirti of toral  heal^ sector expenditlrres. The 
medical care progrm of the corntry's social security 
instirure accounts fo: another one-third. A diversified 
private sector consists of various NGOs (many of 
which are heavily dependent on public subsidies a.nd 
international support), many individual fee-for- 
service gractioners, and an expanding segment of 
private risk-sharing plms in the Lima/Caliaa area. 
Together, these privzte sector alternatives account for 
most of the balance of total health sector expenditures 
(Zschock 198 8). 

a During the 190s, Ecuador made a strong com- 
mitment to public h e d a  care with ~e constmction of 
a network of regional local hospitals operated by 
tfie MOB. Together wifi the even more recent expan- 
sion of PHC, rhis growth explains the increase in 
public health expenditures as a proponion of GDP 
noted above. Medical care is aIso provided under two 
social security programs - an urban program and a 
semi-autonomous rural program that provides basic 
health services funded, in part, by user prepayments. 
Lrl txle country's two principal cities, private sector 
care is beginning to include prepayment arrange- 
ments. NGOs play only a minor r~Xe in the Ecuador- 
ian health sector. 

e Both El Salvador and Honduras have rela- 
tively large public health programs, but o d y  very 
limited provision of medical care under socid secu- 
r i t y  Both have received large foreign aid infirsiors 

over the past decade to help expmd public health 
services. Individual. private practice medicine is Pim- 
ited to the major urba areas, w i a  n3 risk-sharing 
arrangements yet in evidence. In both com~ries, many 
NGOs provide ~r imary  and hospital services 
(US -4ID/Xonduras 1980; for E1 S dvzdor, see Fiec!?er 
1986). 

9 Guatemala's health system is predorninanrly 
public, with 90 percent of the country's health serv- 
ices provided by the MOH and social security insti- 
tute. ilowever, government financing of kredth care is 
limited, and services are concentrated in the capitdl 
and major cities. Private health. services nou7 include 
an emergent hedth insurance industry and many 
NGOs, but their physical facilities are concentrated in 
the capital city, In rural. agro-export areas, some pri- 
vate health services are provided through producers' 
orgmizahons (Gwynne 1988). 

e Tbe Dominican Republic has extensive public 
health services, but only a relatively srnail medical 
care program under social security. T"hcre is an un- 
usually large for-profit private sector in Smto Dom-. 
ingo, t5e capital, offering fee.-for-service care as well 
as prepzyrnent plans. Health inswarice coverage is 
expanding in Santo Elomingo (see Rmirez et al. 
1986; Gomez 1988). 

Central government expenditures in rhe English- 
speaking Caribbean countries tend to be larger shares 
of GDP because of these countries' predominantly 
public health care systems. Correspondingly, public 
health expendimes dso represent more sizable pm- 
portions of GDP (as is evident in Table 3 for Ja- 
maica)). Masost of these countties have social security 
orgarrizatkms, but only some of them provide medi- 
cal care benefits. Private health iqsurance is avail- 
able, but most of the Caribbean countries are too 
small to sustain extensive prepayment arrangements 
(Jeffers et at. n.d.1. 

e In Jamaica, the pcbllic sector accounts for two- 
rhirds of total health expenditures, but most of the 
MOH budget is spent on secondary and tertiary care. 
Li 1982, private spending for health care represented 
about one-third of torai health secror spending. hlos 
of ihis spending was for PHC and most was out-of- 
pocket, but approximately one-fourth represented 
heahh insurance payments. Since then, there has 
been some expansion of private alternatives, includ- 
ing at Ieast one KMG. The Government of Jamaica 
- facing deteriorating public health facilities and sin- 
sufficient funding because of declining general tax 
revenues, and encouraged by foreign donor agencies 



- has begun to implement privatization of public 
fiospirail support services (e.g., laundry, catering), md 
to charge user fees in public hospitds. Social security 
h d s  in Jamaica do not provide medical services {see 
Ganison et al. 1985; Rce et al. 1985; Hamilton a ~ d  
Hinchcliffe 1988; Lzwis i988b). 

a In Belize, fie public and private secmrs account 
for almost equal propurrions of estimated total hs&th 
sector expenditures. A social security program makes 
a small mual  lump-sum contribution to r41e pubjic 
healt,h budget for medical care coverage of enrollees 
injured cn the job. The MOH operaxes the country's 
only large hospital, as well as severd small nrrd hos- 
pitals. Tnere are currently two small private hospitals 
operaring in Belize city. Ago-export interests (e-g. ,  
the Banana Control Board) operate PHC services for 
their workers and families (USAIDPAHO 1982: 
Raymond et al. 3987; Colon et aI. 1989). 

+ In St. Lucia, public health services represent 
about five percent of GDP. an amoust that includes an 
annual Itimp-sum conuiburion from the country's 
social security program to provide coverage for its 
emoUees- Public knds support the nziional hospital 
and rwo srr.aUer hospitals, and provide a substantial 
subsidy of about half the budget (i~cluding stxR sda- 
ries) of a quasi-pubic hospital - a govemment- 
owned facility TciIi privately by a religious organizsr- 
tion. The relatively small. private health subsector 
consisrs of physicians who see patierits at private 
offices (and sometimes at  be national hospital) on a 
fee-for-service basis; private hedth insu.rance is avail- 
able, but has limited coverage (see Russell er a:. 
1988; Jeffers et af. n.d.2. 

Several gefierd obse~vations can be made or, the 
basis of a.s brief review of LAC health systems: 

0 the post-World War II evolution of ~e health 
sector in the 10 LAC countries on which &is reprt 
focuses has tended to favor a domLiant public sector. 
Mix-ii~~es of health are responsible for sector-wide 
planning, policy formation, md ~,@atttory functions, 
as well as for the general promotion of preventive 
health services, and for personal heafih services for 
tZze medically indigent; 

however, ministries of health are insuficiefitly 
funded for fuIfiUng aese responsibilities, especidlg; 
in recent years of economic crisis and dwindling 
general rax revenues, dufing which they have also 
been saddled with hemy cost burdens of hospital 
care; 

e in the Latin American countries, although the 
finmciag of medical care under socid security ap- 

proximately equals the amount of general tax reve- 
nues dlocaled to xli~jstries of h e m ,  social secunfy 
beneficiaries regresent a srndlei proporticn of the 
population than the MOH target population. Of the 
English-speaking Caribbean countries, severai use 
st7ciaI security revemes to help fund health services 
tEz-ough ministries of healh (e.g., Belize, SE. Lucia); 
ot5ers (e.g., Jamaica) do not; 

9 in Latin America, coordination between public 
health services md medical, care under social seciu- 
rity, promoted by PAHO, has been effectively imple- 
mented in several of rhe morc advanced countries of 
the region (e.g., Brmil, Costa Rlcz, Panama), but it 
has not progressed in the lower-middle-income coun- 
tries reviewed here; 

9 private health services began to expand, agpre- 
ciably in some comtries, in the mid 1970s. Jn pan, 
this expansion has been due to deficiencies in social 
security medicid care programs, and in par[ it has 
been ir, response ta percq~ions of poor qudiry care in 
public health facilities. To a considerable cxtenr, 
however, the expmsion of pii1~ate health care has also 
been tine result of expanding emplo)-menr; and riskg 
incomes In &e sxodem sector - and, HCFLAC 
srudies suggest, of t5c imp~sition of user fees in x.he 
pbl ic  sector (see Chaprer V, below); 

c~ privzte he&& insurance 0 t h  prepayment 
plaes, sponsored by employers or health services 
providers, have emerged in h e  last decade as impor- 
tat swirces of fina~cing and coverage in several 
urbm areas Ie.g., Lima, Santa Dorningu); 

rr NSOs and PVOs, some sponsored inremation- 
ally md athers indigenously tjunded by coopra- 
tives, have ta.ken zhe place of the beneficencias that in 
earlier decades were imponant sources of privately- 
funded health czre for the poor. Like the benejcen- 
cias, however, many NGOs/PVOs have become de- 
pendent on national governments or international 
donor agencies for much of rheir support, thus limil- 
ing the extent to which they represent private sector 
dternatives to government financing of health care. 
Also, since most NGOs/PVOs require user payments 
or membership contributions, they are not likely to be 
fina~cially accessible to rhe countries' medicdly in- 
digent populations, unless they are heavily subsi- 
dized. 

C. Donor Health Policy 

Both AID and the World Bank initiated their 
support for health services development in the mid- 



1970s. AID began to provide direct support for pri- 
mary heairh care programs at- that time; rhe Bank 
limited its support to the inclusiorr of health coompo- 
nenrs ir, loans iil other sectors until 1989, when it 
changed its pZicy to include direct health sector lend- 
kg. Meanwhile, AID's support for public health pro- 
grams continued, bur the Agenc.y also increasingly 
promoted cosr recovery (e-g., user fees, prepayment 
plms) as alternatives to the predominant reliance, in 
LAC countries, on general tax revenues for rhe ex- 
pansic2 of PITC. Throughout the last two decades, 
the Zrteramericm Development- Bank (IDS) has also 
been a source of loans md technical assistance grams 
in the health secmr, h t  the IDB bas not conLribu':cd tc 
the policy debate on health sector priorities, 

I .  -4ID health f i~ancing policy. By 19883,. -4XD 
had concluded that comprehensive PHC programs 
were not improving coverage or achieving reduced 
morbidity and mortality, particularly amcmg children. 
It &erefore inairdted Its own more narrowly focused 
child S U N I V ~ I  arategy, emphasizing a few specific 
interventions but also continuing general beam sys- 
terns support. AID policy mandares, however, G~at 
health financing concerns shor;ld be eddressed in. all 
health projects. 

According to the 1986 AID he~1Ch policy stale- 
ment (AID 1986a1,  he maintenailcc of child survival 
gains req~ires revising national policies to promote 
tw-o Frna~cing goals: cos: contailiment through 
increased efi.ciency in public hsd& services deiiv- 
ery, and greater involvement of the priv2tc sector in 
h e  mobilization of finmcial resources 2nd dellvery 
of child survival services. Beyond its priority concern 
for child survival and direczly related financing 
issires, AID also envisions u s i ~ g  health financing 
alternatives t~ help support the developmeni of srrs- 
titinable health care systems. Tgward this end. "the 
Agency is giving specizl attention to research on 
improved approaches to financing health care. .. , Y Y  

particularly in middle-income counrries (AID 
1986ii:7). 

Anorher AID document, Health F i n ~ n c i n g  
Guidelines (1986b3, provides more detail on the 
Agency's poiicy concerns with cost containment, 
resources mobilization, resovlrces allocation? and 
heal& sector organization. The gtidelines' primary 
objective is to encourage LDCs 10 develop sustain- 
able, cost-eEective health programs in response to 
thee basic problems: ineficient use of existing health 
resources (frnmcing, facilities, personnel, and sup- 
plies), inadequate domestic financial resources mobi- 

lization, and inequitable distribution of existing 
resources. The do nor aiaempt to pi~point 
the causes of insufficient public sector resources, but 
do specifically identify user fees and i~surance 
mechanisms as the means to supplement p~biic heal& 
care financing from gcnerd tax revenues. They note, 
however, that "full cost recovery" (i.e., the tsta! 
financing of health services from sources other than 
general tax reverues) ic not 3 e  goal of AID's health 
financing policy. 

To accompany the mobilization of financial 
resources other lhan general. tax revenues, the AID 
guidelines call for several specific measures, inciud- 
ing greater cost, containment based on improved cost- 
effectiveness of health services delivery; reduced 
delivery of PWC at hospitals and greater reliance on 
health centers and posts; and introducticn of cosr ac- 
counting mechanisms ar health care fzcilities. Poten- 
lially ~ l e  farthest-reaching measure t : ~  conrain public 
health expenditures (though not necessarily unit costs) 
is "to shift rhe responsibility and costs of providing 
most personal curative services from the pubiic sec- 
tor to those willi~g and able t ; ~  pay in fie private 
secior" (AID 1986%: I!). 

Many of the practical issues involved in irnple- 
menting the AID healrh finzl~cing guidelines were 
discussed at tee Agency's b: mnual LAC region 
heal& of3cers' meetings i11 1984 (LVSH 1984) and 
1986 (Birch md Davis 2986). The 1984 meeting 
aired concerns user fee and community _financing 
requiremen6 would have a limited impact en public 
health budgets, and might possibly interfere with &,he 
implernerltation of ckifd survival program objecrives. 
Tnese concerns notwilhstanfiing, the AID health offi- 
cers agreed that greater reliance on social sezuriv 
and private sector ;financing and health care delivery 
alternatives were crucial to rbe irnplementztion of the 
Agency's heaItfr sector assistance strategy in rhe LAC 
region. 

Meeting agzin in 1986, the LAC region health 
officers agreed ~ z t  user fees should be promoted 
only if their expendimre can be directly linked w i a  
improvements not just in the quantity bur also in ~e 
quality of care provided, and agair; exgxssed coxera 
Llat the impiementation of the recendy-issued health 
financing guidelines, because of their emphasis on 
cost recovery through user fees, might conflict with 
the impiementafion of the child survival strategy, In 
view of the general Inck of illformation, in the LAC 
region, on hoirsehc!ds' health ciare seeking behavior 
and willingness to pay for services, either directly or 
through insurance mechanisms, the health officers 



identifled a need for ?iealrh care demand studies. The 
experience with AID pr~jects ha t  address health 
financing objectives, reflected in the health officers' 
observations at these two meetings, is summarized in 
two rece:nt sarveys (Zewis 1987~;  REACH 1989). 

2. World Bank health financing policyY h 1 980, 
in conjunction wim its decision to 'rend directly for 
heahh seczor projects, the World Bank initialed a 
series of policy studies on health care financiag. Its 
1980 Health Sector Policy Paper (World Bank 1980) 
called attenrion to xhe typically low levels of efi- 
ciency and effectiveness of public heah& services in 
developing countries. 

Soon afterwards, the director of the Bank's 
newly-formed Population, Heal& and Nutrition De- 
garment, Dr. 3 u h  R. Evans (Canada's former Minis- 
ter of Hedth), together with two advisors, prepared a 
far-ran,*g diagnosis of LDC heal& problems and 
needs (Evans ez aE. 1981). Going beyond the eadier 
policy document, Evans et d. focused on oppurtuni- 
ties for central governments - in the face of a "con- 
tinuing scarcity of public resources" (ibid.: 1122) - 
to supplement current sources of health services 
financing by "mobilizing support h m  other sources. 
For middle-income countries, Evans recognized 
social. security institutions as integral'to the financing 
o f  health care, particularly in Latin America. He also 
viewed user fees as important means of supplement- 
ing financing from tax revenues, noting that in the 
private sector, even in lower-income countries, IieaIth 
programs sponsored by religious organizations 
recover a considerab1.e part of &eir operating costs in 
this way. While warning that "n~ultiple independent 
initiatives may complicate the evolution of a rational 
system unless they are developed within a generdl 
framework," Evans et a!. nevertheless called for "mo- 
bilization of resources for health from the widest 
spectrum of alternative sources ..., ensuring that ~ e s e  
resources are a net addition to public funding rather 
than a substitute for it" (ibid.:1123). 

The World Bank subsequently developed an eco- 
nonzic rationale for the distribution of health care 
financing responsibilities (de Ferranti 1985). Using 
the economist's distinction between public and prl- 
vate goods (the benefits of the former are generally 
shared, while those of ~ l e  latter are enjoyed individu- 
ally), the Bank advocate3 assigni~tg responsibility for 
payment accordingly. Applying this principle to 
health care, preventive sewices shodd be publicly 
funded through rhe tax system, while curative serv- 
ices should be financed by iheir users, who could pay 

for these services either directly or though participa- 
tior. in prepaid risk-sharing pkms. In most EDC's, 
however, public health services are predcininantly 
curative saWr than prevend.~e. md expr1ditur.e~ for 
hrjsp%& care far exceed funds allocated for pprirnq 
care. Present policies thus need to be "substzaziiaEy 
reoriented," tlke "grcwiog fai& ihat health care 
should be totally paid for and administered by gov- 
enment needs to be vigorously challenged" (de Fer- 
ranrj 1985). 

In 1987, based on its earlier analyses md s ~ v . ; . , ~  
years af he&h? szceor lending experience, tZle Bank 
issued its widely- circuiated policy study, Hea!rh Care 
Financing in Developi;zg Countries: -4n Agenda fur 
Reform (Wodd Bank 1987). Employing its classifica- 
tion of health services dong a private goods/public 
goods spectrum, the Bank proposed four policy re- 
forms: 

s charging user fees at public heal& facilities, es- 
pecially for curative care z ~ d  drugs. Fees should be 
scaled to protect the poor, and the revenues thus col- 
lected should be used to improve arid expand health 
services for the poor; 

e facilitating the devebprnent of social and pri- 
vate health insurance, wi~hout which public hospital 
charges, in particular, cannot be increased; 

o encouraging nongovernmentd providers of 
nealtfi care ro charge prices that consumers are pre- 
pared to pay, so as to allow public health services 1x0 
concentrate increasingly on preventive care; 2nd 

a decentralizing government health services, par- 
ticularly those for which user fees can be collecred, 
and using local decision-making power and revenue 
collection as incentives for improving qualiry and ef- 
ficie~lcy at the point of service delivery. 

The Bank's "agenda for reform" - in particular, 
its call for the imposition of user fees - is by no 
means universally embraced (see, e.g., Gilson 1988, 
who criticizes the Bank's policy on equity grounds). 
In 1987, this "agenda" w a  submitted to a critique, at 
the invitation of PAHO, by several Latin American 
pubEc health authorities, and their comments, both in 
support of and critical of the Bank's policy, were 
subsequently prrblished (see "Mesa Redonda" in 
Musgrove 1987b). 

e Dr. Abraham Howitz, Director Emeritus of 
PAHO, observed that the World Bank's posirion fails 
to take into account the consequences of this decade's 
economic recession and subsequent adiustment poli- 
cies, and me effects of both on health care financing. 
He also warned rhat the. study's concepaf distinc- 



don between curative and prevenf ve m e ,  suggestirtg 
private and public payment obligations respectively, 
should not be constnled as a recommendation tc sepa- 
rate these type: of care, which health ?rofessionals 
consider to h mutually supportive acrivities. Hor- 
witz went on to note that the public sector, befgre 
instituting (or increasing) user fees, muss recognize 
that as much as a third of iotd health care spending in 
the region is already accounted for by direct house- 
hold payments for health services. 

9 Dr. Julio Frenk, Director of Mexico's Institute 
of Public Health, questioned the Bank's public/ 
private goods distinction as largely inapplicable to 
hzaltE.1 services, inasmuch as most curative care has 
importanr social as well as privaxe benefits. Irnplern- 
entation of rhe study's recommendations, in Frenk:'s 
o p i ~ o n ,  would tend to lead counrries toward a fi-ag- 
mentary health care model, while most i:ol;nt,ries in 
the region are working toward m integral org=iza- 
tiun of the health sector. He also questioned private 
alternatives - aside from the health sector's frag- 
mentation, to which the): may contribute - 'cecause 
he believes them to be inherently more costly than 
public hedrh services, even among nonprofit provid- 
ers. 

o Dr. David Tejada de Rivero, Peru's folmer 1Mn- 
ister of Wealth, pointed out that it is the "po1i:ical 
demand" for government-funded curative care, on 
the pan af both users and providers, L5at undermines 
attempts to reallocate public sector resources toward 
preventive care and inhibits the expansion of p ~ v a t e  
sector alternatives. P~blic sector decision-makers, he 

advised, should recognize that charging user fees - 
with exernpiions for the indigent - would in eEecr 
reduce the implicit subsidy that fiee care represents 
for t!~ose who are zble ro pa, for services. He noted 
lhat "no government will be able ro achieve h e  goal 
of healm for all" withour increasing privzte sector 
participation in health services financing and deliv- 
ery. 

e Dr. Antoizio Ordonez Plaja. former ,Minister of 
Health of Cobrntnia, found the Bank's policy study 
lacking in guidance on rhe relative roles of the public 
and private sectors, and on ~e legal and aclrninistra- 
tive refoms necessary to implement its recommenda- 
tions for refom. While accepting the study's conten- 
tion of widespread public sector inefficiency as gen- 
erally applicable wixhin the region, he wamed that 
health insurance schemes also have a paor record of 
cost containment. Ordonez also called anemion to the 
effects of the region's economic crisis on the 
population's abiliq to pay for he$& services. 

The reservations expressed by these cornrnenta- 
tors about  he validity and acccptabilitjl. of ~e World 
Bank's policy study on health care financing apply 
equally to AID'S health financing guidelines. These 
reservations basically fall into Pvo categories: those 
h a t  fault donors' polides in this area for fafling to 
consider f ie  impact, on heal& financing, of the eco- 
nomic recession md subsequent adjustment policies, 
and those that question donors' preferences for pfi- 
vate sector alternatives on equity, efficieacy, or politi- 
cal grounds. 



Research ,Wethods 

Some ofthe rksearch on costs, demand, md health 
financing alternatives, reported in the 23 "focaY7 
smlies whose findings are summarized in Chagrers 
N-W, behw, n x d  relatively sophisticared research 
methods: notable exarn.ples are the Dominican 
Republic household survey (Gornez 1 98 8), the 
demand studies undertaken in Peru (Geder et ai. 
1987) and the Dominican Republic (Bitran f 989), 
md the Belize and St Lucia hospital cost studies 
(Raymond et aL 1987; R.usseU et al. 1988). Aside 
fhxn lhese, however, most of &e research reflected ir, 
the focal studies was simple in design. Researchers 
typically gathered tbejr information from institutional 
records, Znterviews, and direct observations, mi! ana- 
lyzed their data in taxonomic and descriptive terns; 
data limitztions generally made it impossible to use 
more complex research methods. In this chapter, the 
research methods used in smdies carried out under 
tbe HCFrIAC pmjmt are briefly explained. 

! 
A, Research I'kfethods of HCFLAC 

! 
Studies 

1. Cost studies. The HCFLAC project carried 
I 

oi:t cost analyses in two different rypes of senings: 
national hospitals (in Belize and St Lucia) and public 
md social security PHC facilities (in Ecuador). In 

I 

I l 

each case, "cost" was defmd as the fully-accounted- 

for expenditures used to produce firid health serv- 
ices. 

In the Belize and St. Lucia hospital cost studies 
(Raymond et aE. 1987; Russell et al. 19881, the re- 
searchmeaods used were nearly identical. Each study 
involved the use of five steps to identify totirl coss 
and %nit coszs for dl depamnents in the two national 
hospitals studied. 

e For each hospid, the most recent line item ex- 
pendimre repcm was assembled, prirnady from hos- 
pital and MOH record- 

m In Gismssions wilh hospiid employees, "cost . 

centers," represeming dl hospital. depmenrs and 
other discrete units, were identified. These cost cen- 
ters were separated into t3ose providing patient- 
related services, either directly or indirectly, and those 
providing non-patient-related services. 

e The line items in the hospital expense report 
were assigned to these cost centers. The resulting 
figures were firrther adjusted to include costs incurred 
by rhe hospital bur noi reflected in its bud& or 
expenditure report: (e-g., prorated shares of WON 
central aclmi~2stration), and to exclude costs incurred 
elsewhere but recorded in the hospital's expenditure 
repon (e.,g., time spent by hospitd mairrtenmce per- 
sonneI at other facili~es). 

The costs of indirect departments were $10- 
cated across the direct service degaments using the 



"step-down" procedure (I). Briefly, all t k  costs of 
Ihe indirect department providing the highest volune 
of services to tihe widest range of other departments 
je.g., Administr2tion) were dlocated to the remaining 
indirect departme~ts, direct service departments, and 
otter departments. The costs of the other indirect 
departments were then allocated similarly, u~ltil all 
such costs had  bee^ allocated to direct service and 
other depanments. The allocation was performed 
using indices called "allocation statistics." For 
example, for deprecfation and muitization the aUo- 
cation statistic was the sqfiare footage occupied by 
each department; for administration, direci expense 
per department; for hospital stores, supplies expense 
per depam-eat; fer nursing administration, nzrsing 
sraff per d e p m e n t .  

e Enally, the tot& (direct plus indirect and ovcr- 
head) costs per wit of sewice were calculated for the 
direct service departments. Totd costs were divided 
by total service volume ro arrive at the unit costs of 
providing servic~s (e-g., l x d  days). 

In Ecuador, the HCFLAC project maIyzed the 
costs of 18 primary health care establishiments and 
the direcr sen~ices they offered. The quality of serv- 
ices 3i the I & facili;ies, and the equity of their distri- 
bution, were dso szudied (Gornez 1987). 

The case studies included eight public health 
(MOH), seven mral social st~urity (SSC),  and three 
PVO facilitics, located in two provinces - one in the 
rnounlains and one on rt-rt coast. Over 90 percent of 
Ecuadorians live jn these two regions. Selection of 
cases for shdy was bzsed an geogra~hical sub- 
sectorial comparability; the proportion of the Brget 
population at a low socioeconomic level; and data 
av ailabili ry. 

This smdy used a greatly simplified version of 
Ctte step-down method (see above) to allocate system- 
wide overhead and indirect service costs to the lwel 
of p ~ m a r y  health care centers. Overhead is defined 
here as the cost of national and provincial-1evel. healt?i 
system administration; indirect services include those 
that support the delivery of direct senrices, wch as 
laboratory tests, maintenance. umspo~ation, rrain- 
ing, etc. Most of mese services are provided for 
health centers by higher levels of care (typically pro- 
vinciai hospiibls), but some are produced at a health 

f i) procedure is illw~aied in detail in Rzymond er nl. 1957, 
Table X.12, Zusse!l er ~ i .  1 958. Tab!es B.4 and B.5. 

center as part of its staff's responsibilities. If suppon 
services were provided at the provincial lev::, Ihey 
were iitcluded in the overhead cost estimate; ii they 
were part of a center's staff responsibility, they wer: 
allocated to firid services in accordmce with the 
study's allocation of staff time to each final service. 

s Overhead costs for MOH centers were esti- 
mzted at the central and provincial levels, based on 
estimates of  the respective proportions of overhead 
that should be allocated to each institution's levels of 
sewices delivery. 

.I The same approach was rrsed to cdcdate SSC 
overhead cost allozations to health centers. The over- 
head percentages were larger, however, because the 
SSC delivers primarily basic heal& services, with 
only lirnired provisions f ~ r  hospital care, wherezs the 
MOH canies a major hospital cost burden. 

e The recurrent costs: of resource inputs directly 
identifiable w-ith each center were extracted from 
provincid and health center records. 

4 The costs of most health center buildings md 
eqipmem were cafculzted based on iheir replace- 
ment cost at current market values, and then amor- 
tized with reference to the usehl life-spans of &ese 
facilities. h some cases, rental cost was used. 

a Each center's total resource input costs were 
then dlocated u~ each category of final services, pro- 
portional to the distribution of staff time devoted to 
each category, except that certain costs (such as food 
silpplernents and v~ccinations) were allocated wholly 
to lhose respective sewices. 

+ The unit costs of final services we.-, calculated 
by dividing the number of services delivered aver one 
year by the expenditures identified with that category 
of services far the same year. 

The study also attemgted to assess the quality of 
health services, the equity of their distribution, and 
t+c relationship of quality and equity to costs. Qualily 
was assessed by 

e identifying existing standards for care and 
evaluating health facility employees' howledge of 
these standards; 

e evaluating the degree to wkikh the standxds 
were being applied at each estzblishment; ar,rl 

e reviewing the supernision process ae different 
levels. 

Equity was measured simply, and only at the 
region21 aza?d provincial (as opposcd t-o h e  individual 
facility) levels. by examining data on the distribution 



of real and financial resources across the population. 
The reladonships betwean the distribution of these 
resources and population distribution provided the 
basis for equity analysis. The variables were: 

e lluman resources (e-g., physicians, nurses); 
s outpatient health care facilities (e.g., health 

centers, health posts); 
e complementary physical resources (e-g. ,  x-ray 

equipment, laboratories); and 
e corresponding financial resources. 

2. Demand studies, The data needed for hzalth 
care demand analyses are usually collected in horsse- 
hold sweys .  The HCFLAC project's analysis of the 
demand for health care in Santo Dorningo, Domini- 
can Republic (Bitran 19891, was based on data col- 
lected in such a survey, undertaken under HCF/LAC 
auspices (Gomez 1988). - 

A probabilistic household smple survey was 
selected as the best mechanism for obtaining infor- 
mation on the behavior of the population of Santo 
Domingo vis-a-vis available health services, and on 
the determinants of this behavior. A fundamental 
premise .of the effort was that an analysis of health 
services utilization must systematically consider the 
relative importance of various factors that can affect 
demand by hbuseholds. Some of these factors pertain 
to individuals; some are atuibutes of the surrounding 
environment; and some reflect the supply of services 
available. The survey rhus took into account 

e demographic factors (e-g., age, sex, labor force 
participation); 

e biological factors (e-g., pregnancy and &e per- 
ceived presence of illness); 

sociocultural factors (e.g., educational attain- 
ment and respondents' knowledge of available 
services); 

a economic factors (e.g., household income and 
assets); and 

e irrstititutional factors (e.g., the distance of health 
services and perceptions of lhe accessibility and qud- 
ity of different types of healxh care providers) (2). 

The design of the survey instrument was based on 
other surveys, particularly thn, Peruvian ho~rsehold 
survey of hcalth and nutridon (Gertler et al. 2987), 
and on the recommenda"lions of the smdy'c Advisory 
Cornrnirtee, made up of representatives of the health 

(2) The specific variables that were ultimately sdected for the 
demand modd are listed below. 

subsectors in Santo Domingo and USAID officials. 
This prcccss also guided preparation of a fiddwork 
manual for the conduct of interviews, which set 
standards for interview quality and efficiency and 
discussed concepts and definitions pertaining to the 
interview procedure. Data for all members of selected 
ktousehalds werc included on the questi~~maire (al- 
~?ough not 611 questions were asked of all persons). 
The questions were to be answered by every adult in 
each household, or by the head of the household or 
hisher spouse, or by an adlcrlt familiar with all mem-- 
bers of the household, 

The survey population was divided into rhree 
socioeconomic residential strata (low, middle, and 
high), based on household characteristics such as the 
proportion of a household's income spent for food, 
the presence or absence of running water in the home, 
and appliance and automobile ownership. The proba- 
biliries that any given household within a stratum 
would be selected were equal, but differed from stra- 
tum to stratum since the sizes of rhe strata varied, and 
since - for sampling efficiency - samples of simi- 
13r size were required from each stratum. 

Within each stratum, "clusters" of dwellings 
containing households to be interviewed were 
defined, based on "supervision areas" identified for 
the 1981 national census. Cluster size varied from 30- 
100 dwellings. Clusters were further divided into 
"segments" (subdivisions of supervision areas) with 
an average size of about 14 households each. An 
average of six househalds was selected from each of 
500 segments to provide the survey sample. The 
survey wits thus planned to cover a total of 3,000 
households, concentrated in 250 supervision. areas. 

Ultimately, 2,537 of the 3,000 households 
selected were surveyed: 571 from the high stratum, 
967 from the middle, and 999 from the low. These 
households, containing 11,565 persons, represented 
84.5 percent of the selected sample - an acceptable 
level of data collection efficiency. Excellent results 
were obtained in the low and middle strata (90.5 and 
91.1 percent coverage), but results in the high stratum 
(67.2 percent: coverage) were only fair, due to inter- 
viewers' difficulties in obtaining access to respon- 
dents living in higher socioeconomic conditions. 
Restored absolure figures for ~e srudy universe were 
obtained by weighting the sample results by the 
reciprocal of the prabability of selection, adjusted for 
non-responses. 

The Dominican research organization IEPD 
(Institute of Development and Population Studies) 
was responsible for data collection and for the initial 



phases of data processing. Five field teams, each one 
consisting of a supervisor and five interviewers, col- 
lected the data. The schedule of work called for inter- 
viewers to survey an average of one se,ment (see 
above), or an average of six households, per day per 
interviewer. The final result, 2,537 completed inter- 
views, represented an average of 5.1 interviews per 
day per interviewer, which is quite acceptable com- 
pared to the efficiency typically achieved in urban 
surveys in the Dominican Republic and other coun- 
tries in the region. 

Computer operators recorded the collected infor- 
mation on d~skettes, using the ISSA computer pro- 
gram, which allowed the data to be checked auto- 
matically for inconsisrencies. When these were en- 
countered, continuing the program required that the 
operator enter corrected information. The database 
created with ISSA was then conver&ed into files de- 
signed for rhe SPSS computer progra- for the pro- 
duction of cross-tabulations. 

QuaZiry control of rhe data included daily reviews 
of all questionnaires; daily reviews of each 
interviewer's work; data revisions based on random 
re-interviews of 10 percent of dl households; and the 
compulsory checking and correcting of the data man- 
dated by the ISSA program. The re-interviews, 
involving 250 households, had two purposes. The 
first was to encourage the interviewers, who 
rhere would be re-interviews but not which house- 
holds wodd be selected, to work accurately and 
honestly- The second was to generate a statistical 
indicator of quality: the rate at which difkrences 
between !he interview and the re-inte~view occwred 
for each question checked. The results of the com- 
parison of interviews with re-interviews was quite 
satisfactory (see Gomez 1987:33). 

Meanwhile, EPD conducted a supply-side in- 
ventory of the health resources available to the survey 
popidation. Its objectives were to identify al l  outpa- 
tient and inpatienlhealth facilities in Santo Domingo 
as well as afl noninstitutional pharmacies and drug 
stores, and to coflect information on rkese facilities. 
This pxmitted an assessment cf survey respondents' 
knowledge of the health resources available to them, 
as well as an understanding of the amount ~f influ- 
eiice that the objective chzracteristics of different 
health care facilities had on the health care seeking 
behavior of tbe population 

In addition to these databases, demand analysis 
also requires an economic model of health care seek- 
ing behavior rhzt itcaplures the process by which con- 
sumers evaluate their options md choose mong them 

(see Akin ef al. 1985 for a review of eco?lomic models 
of the demand for care; see also Bitran 2988:15 ff.). 
Applying such a model to the databases, the 
HCFLAC study team produced a series of demand 
equations to estimate the amount of health care 
consumed, subject to demographic, biological, 
sociocultural, economic, and institutional factors (for 
technical detail, see B i t m  1988: Appendix B). 

For outpatiem care, eigk explanatory variables 
(sex, age, social security coverage, household in- 
come, education, price of medical care, mvel time to 
health facilities, and type of hedth problem) were 
tested for their effect on each of two dependent vari- 
ables (whether or not to seek medical care in case of 
illness, and which health su5sector to use). This was 
repeated for inpatient care, except tbat h e  decision to 
seels/not seek inpatient care was omitted (since inpa- 
tienrs have relatively litde choice about whether or 
not to seek care), as were the effects: of price on 
inpatients' choice of subsector (due to database limi- 
rations). This procedure provided estimates of rhe 
current demand for health care. and also assessments 
of the likely impact on demand if one or more of the 
explanatory variables - for instance, the price of 
services - were to change. 

3. Alternative financing studies. Studies of ways 
to finance health services other than through general 
tax revenues are typically based on institutional data 
sources. Researchers gather data on management 
systems, financing mechanisms, and means of pay- 
ment and disbursement, then attempt to determine the 
interdependency and interaction of institutional sub- 
systems in terms of achieving intended objectives. 
They also analyze existing or proposed financing and 
delivery mechanisms with reference 10 comparative 
typologies of such mechanisms, developed on the 
basis of experiences in other parts of the same coun- 
try, or - more typically - in other countries. 

In Peru, HCr;lLAC researchers studied the kinds 
of private sector health care financing mechanisms 
currently exisling in the Lima/Callao metropolitan 
area, where health insurance sales have grown in 
recent years and otber prepayment mechanisms have 
emerged (Solari et a!. f 987). The study tern origi- 
nally expected health care providers, insurers, and 
employers to provide them with cost and utilization 
data. However, such information was not forthcorn- 
ing from these sources - mainly because the agen- 
cies involved did pot systematically colIect it, but 
also because they were reluctant to share their data 



due to the competitive nature of the market. The 
study team therefore modified its methods to ernphz- 
size institutional md other qualitative data collected 
in int.erviews with representatives of diEerent areas of 
the private hedlrh sector. 

Ultimately, a typology of health sewices fmanc- 
ing and delivery arrangements in LirndCallao was 
established, the evolution of these arrangements was 
mced, their current four basic configprarions were 
identified, and the potential size of the private risk- 
sharing market in LimalCallao was estimated, using 
both institutional and household survey databases. 

In Bolivia, the WCF/LAC sady tea.m esiirnatcd 
whether health care facilities run by PROSALUD, a 
private-sector PHC delivery system, would generate 
suEcient revenues to be "sdf-financing" (liosenthal 
et al. 1988). Self-fmancing was defined in two ways: 
individual PROSALUD facilities might eventually 
cover all their own costs, or they might cover these 
costs plus their share of their parent organiza~on's 
costs. Majijor steps in the study included: 

examining the potentid utilization of health 
care fzcilifies in the markets served by mfo existing 
PROSALLID facilities, using data on community ar- 
tributes from a recent household survey; 

establishing the total costs of these two facili- 
ties (calculated two ways - including and exduding 
central office costs). The output measure used was an 
"episode of illness treated" - a package of diagnos- 
tic =d curative services, including an initiai and any 
follow-up visit(s) to 2physician, provided in response 
to a single health problem. All health services were 
assumed to be associated with episodes of illness, and 
were distributed accordingly within each healrh cen- 
ter (3 j; 

a determining the capacizy of each facility by es- 
timating total physician time available for pztient 
care and dividing i'l by the average time spent per 
physician per episode of illness, wRich yielded the 
maximum number of episodes that could be treated 
per facility with existing szaff and patterns of time 
distribution; 

estimating the facilities' potential far self- 
financing. Ranges of potential revenues were devel- 
oped for two different financing mechanisms, fee- 
for-service (FFS) and a prepayment plan. This 

(3) Note that this output measure differs from the one used for 
cost analysis in the H C F W  Ecuador cost study, which was 
"fd services." 
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provided the basis for assessing whether each facility 
wotild reach a break-even point, represented by +he 
relative numbers of FFS and prepaid patients it would 
have to treat (at current or adjusted fees) so that its 
total revenues wo?rld equal or exceed its total costs. 
To calculate these points, the study team took into 
consideration the degree to which FFS users actually 
paid their charges, and the number of prepaid epi- 
sodes treated at a facility (the latter generating less 
income); and 

e finally, relating the break-even points to the 
predicted utilization levels developed earlier, to as- 
certain the practical feasibility (as opposed to the 
hypothetical possibility) of reaching the break-even 
point. 

h Guatemala, an KCFLAC study iearn assesscd 
the feasibility of extending primary health services 
via the privaxe sector to currently undersenred agro- 
export woflers and their famikes in the South Coast 
regio~ of the counzry (Gwyme 1988). Using a case 
study approach, the smdy team analyzed the argmi- 
zation, coverage, and (where possiblej costs of 
cune~tljj-existing South Coast private sector heal* 
care arrangements - both organizationally-based, 
multiple-site mangements and individual or single- 
site practices or programs. The entities analyzed were 
rhose that, based on selected criteria, had the greatest 
potential for extending primary health sexvices in the 
region The implementation and potential susrainabil- 
ity of extended health services were also considered. 
The analysis iavolved three major steps- 

To gauge the capacity of existing arrangements 
for extending health care to agro-exporr, workers and 
lheir families, a typology and corresponding inven- 
tory of private South Coast health care resou- ~ces was 
developed. The four most common types were the ad 
hoc provisior, of PHC by local. private physicians; 
health services provided by individual plantations for 
their own workers; other arrangements consisting 
(like the individual provider arrangements) of single 
heaPh care provision sites (a.g., dinics sponsored by 
Catholic parishes); and arrangements characterized 
by multiple sites (e-g., facilities run by the National 
Coffee Growers' Association). 

a Health care arrangzments were selected as case 
studies baed on the iilielihood of each becoming m 
effective vehicle for extending primary health care to 
the large? population. The criteria used in ranking 
organizationally-based, multi-site health services 
providers included: (1) willingness to continue to 
serve the target population; (2) willingness to expand 



services to the target population; (3) managerial capa- 
biliry; (4) acceptability to farm owners ("acceptabil- 
ity" was defmed as comprising two considerations, 
management control and cost); and (5) long-term 
economic sustainabiliq. Each of these crireria re- 
ceived equd weight. 

e The study team felt it was inappropriate to 
apply mo of &ese criteria - "willingness to expwld" 
and "managerial capacity" - to individual providers 
or organizalionally-ksed single-site efforts. A sec- 
ofid set of criteria was thus developed for these iwo 
categories of providers. It consisted of ihres of the 
same critex5a applied to organizations (numbers 1, 4, 
and S), plus a new one: ~e probzbility that a given in- 
diviriud provider or single-site eEoc would be able 
to develop an "umbrella" organization capzble of ad- 
ministering the health care deliver); efforts of several 
such arrangements. This criterion was considered so 
imporcam *hat it was assigned a weight eeqd 10 :hat 
of the o ~ e r  criteria combined. 

B. Further Observations on HCF/LA4C 
Methods 

Three features charhcterize the melhods used in 
dl eight RCFLAC country strrdies: 

* various analytical methods quite commonly 
used in the hedlih sector in more advanced countries 
were adapted, in some cases for the first time, to 
lower-middle-income country settings; 

c an irnprtaqt "rule of it..urnb" of the project was 
that before any recornmendarions for change wihin a 
country's health sector could be made, in-depth re- 
search into what actually existed was needed. In Peru, 
for example, where the project was asked t~ research 
the potential for the firmre development of private, 
prepaid health pfans in &e Lirna/Callao area, the 
study team discovered, in the early phases of its 
research, that RMO-like institutions already existed; 

s in each research study, HCFLAC project staff 
and consultants worked clwely with host country 
health sector officials and researchers, from design 
through preliminary analysis of results to a thorough 
peer review of the preliminary draE, report. Two neas- 
urcs were particularly helpful in this regard: (a) the 
creation, in several host countries, of "steering com- 
mittees" and "working groups" composed largely of 
host country representatives, who actively partici- 
pated in the field research; and (b) the strong repre- 

sentation and active participation of host country 
counterpaas at the HCF/LAC project's annual work- 
shops, where they subjected the preliminary draft 
documents to the equivalent of the peer review proc- 
ess that more "academic" studies typically undergo 
prior to publication. 

Other me'lktodological features of the HCF/LAC 
project are more specihcdly applicable to cost, de- 
mand, or alternative financing studies. 

I. Cost studies. The HCFLAC project's three 
cost studies all relied, to a great exteEt, on the appli- 
cation of standard cost accounting rnelhods, includ- 
ing a modified version of the step-down alillocation 
procedure. Cost accounting (including the step-down 
procedure) is comrnorily used in the US, bur it is less 
common in LAC countries, and more ofren associ- 
ated with private thm public hospital or PHC costs. 
One probable reason for this is that the application of 
cost accounting methods to hedth facilities in the US 
was simulated by the institution of third party insur- 
ance mechanisms, which, until recently, typically 
reimbursed costs based on patient clays, but such pay- 
ment mechanism exist only L~frequently in LDCs. 

The Belize and St. Lucia hospital cost studies 
provide another example of the BCFLAC project3 
application of methods not commonly used ir, the 
LAC region. In ~eiLler Belize nor St. Lucia were 
hospital costs tracked by type of medical or surgical 
problem - ~ a r  is, by diagnostic caregory. In each 
cormtry, the study team attempted to estimate costs 
per diagnostic category by applying the recently- 
developed DRG (Diagnostic Related Groups) method 
of cost mdysis. The St. Lucia study team also used 
xhe Appropriateness Evaluation Proxocol (AEP), a 
method of assessing the appropriateness of hospital 
use. This protocoI. when applied to a sample of 
patients discharged from the high-volume obstetrical 
service at Nc.toria Hospital, revealed a relatively high 
level of inappropriate admissions. 

Another feature of tbe HCFLAC cost studies 
was that, when necessary, its srudy teams developed 
new cost analysis data. In both Belize and St. Lucia, 
certain basic cost accounting data were unavailable, 
so the study teams found ways to develop them. The 
step-down method, for example, requires the use of 
"allocation sratistics" (see above). One such statistic, 
used to allocate indirect departments' expenses for 
depreciation and annuitization, is the number of 
square feet physically occupied by each direct service 



department in a hospital. In St. Lucia, in the absence 
of the needed data, the study team hired a local car- 
penter to provide measurements uf the entire hospital. 

An innovative feature of the HCFLAC Ecuador 
cost study was thar the study team, in addition to ana- 
lyzing costs, also attempted to assess the quality of 
Ecuadorian h e m  services, rhe equity of their distri- 
bution, and the relationship of quality arid equity to 
cosrs. Equity, in particular, has not ofien been ma- 
lyzed successEuUy in the context of cost studies, but 
- as a marter of social justice - the equity of health 
programs is as relevant as lheir efficiency and effec- 
tiveness. Methodological precedents for the study of 
senrice quality and equity are limited, so guidelines 
for srudying these two cornponenxs were established 
as the work progressed. The ways in which quality 
and equity were assessed by the Ecuador study team 
are descibed above. It should be noted here that these 
assessments were highly simplified and sclbjectivs. 

2. Demand studies, Tbe demand analyses under- 
taken by other projects in Bolivia, Honauras, md 
Jamaica were p~re ly  descriptive; relationships be- 
tween sets of variables were suggested, but the actual 
statistical significance of relations among Y ari ables 
was not analyzed. In the HCF/LAC Dominican 
Republic demand analysis (as in rhe earlier HSA- 
Peru project), in contrast, survey data were submitted 
to econometric analysis, thus permitting tests of 
statistical significance- These analyses included esti- 
mates of price elasticity - the sensitivity of peoples' 
demand for health services to pxice caanges. Earlier, 
Akin (1985) had innovatively employed household 
survey data to an examination of the demand for 
health care in thc Philippines, but - surprisingly - 
found no price effects. In both Peru and the Domini- 
cm Republic, mare consistent datasets were gener- 
ated specifically fgr demand analysis, and both 

studies were designed to allow econometric analysis 
to determine the price elasticity of demand. 

Another notable feature of the HCF/LAC de- 
mand study was that data were fed directly from 
survey questionnaire forms into a computerized data- 
base on a daily basis, and checked for accsracy and 
consistency in the process - an innovetion intro- 
duced in 1986 by Westinghouse I~emational Health 
Systems, in its population and health surveys. This 
allowed the HCFLAC work in the Dominican Re- 
public to be accomplished, from inception through 
data collection t,o preliminary results, in &ree rnonlhs, 
and to final report presenration in a relatively short 14 
months. In the EhiTSA (Peru) survey, by compari- 
son, two years elapsed between the completion of 
data collection and their analysis. 

3. Alternative financing studies. The three 
HCF/LAC alternative financing studies, undertaken 
in Peru, Bolivia, and Guatemala, analyzed their data 
in standard taxonomic and descriptive terms, but nev- 
ertheless contained some unusual methodologicd fea- 
tures. For instance, the study of alternative health 
care financing mechanisms in urban Peru - one of 
the first in-depth studies of private sector financing 
alternatives undertaken in a LAC metropolitan area 
(see also GHAA 1985) - was the first to create a 
typo'logy of private financing alternatives based on 
what entities bear the financial risk. In the Guatemala 
study, a scoring systcm (see above) was developed 
far ranicing existing health services delivery arrange- 
ments in order to judge their potential for expaiding 
health sewices to the study's target population, while 
in Bolivia, break-even analysis, not often used in 
health sector sfudies in LDCs, was used to assess the 
potential of PROSALUD facilities for evenmal self- 
financing. 



Costs of Health Care 

The LAC region's economic crisis, and the con- 
suaints it has imposed on public healh finm~iag, 
have caused LAC health authorities and international 
donors alike to promote "cost containmenr" in rhe 
delivery of health sersrices. In the absence of cost 
accounting systems, and given the limited informa- 
don available on the quantity of services delivered, 
however, "cost contaimnent" must be assumed to 
refer to efforts to contain expendirures. Improving 
"cost-effectiveness" has also been a policy priority; 
AD'S health assistance policy paper and health care 
financing guidelines (AID 1986a, 1986b) include the 
specific goal of encouragizg the development, in 
LDCs, of cost-effecrive interventions and programs. 
Despite &ese concerns with costs, however, few cost 
studies have been carried out in the LAC region (see 
Robertson 1985 for swlmaries of pre-1985 cast stud- 
ies in LDCs, including several in the LAC region). 

This chapter presents findings from the five 
recent health care cost studies undertaken in the LAC 
region. Three were carried out by the ECF/LAC 
project in response to country requests via USAIDs: a 
cost study of PHC establishments in Ecuador (Gornez 
19871, and cost studies of the major national hospitals 
in Belize (Raymond et at. 2987) and St. Lucia 
(Russell er al. 1988). The other two recent cost stud- 
ies in the regor, fwused on *e management of health 
services in Belize, Grenada, St. Kitts-Nevis and St. 
Lucia (Hamilton and Hinchcliffe 1988) and on the 

cost-effectiveness of routine vs. mass campaign vac- 
cination strategies in Ecuadar (Shepard et a!. 1989). 
The vaccination study, carried out by EACH,  was 
ornplernentaq in design with the HCFLAC cost 
study of Ecuadorian PHC facilities, and the two stud- 
ies were undertaken sirndtanmusly. This permitted 
some comparative cost analysis of alternative strate- 
gies. 

In Ecuador, the HCFLAC project analyzed com- 
parative costs of PHC facilities operated by %e MOH 
and rural social securiiy program (SSC). fn Belize, 
MOH officials needed a basis for revising the 
counny's outdateet public hedfh user fee schedule, 
while the St. Lucian MOH, concerned that the 
national hospital was absorbing an unsustainably high 
proportion of the country's public health expen&- 
tures, wanted first to identify the 111 financial costs 
of tke hospital and then to determine how they could 
better be controlled. 

A. Ecuador 

In Ecuador, an HCFLAC study team calculated 
the total annual costs of each of 18 PHC facilities se- 
lected from the public, SSC, and private subsectors, 
as well as the average unit costs of the final services 
delivered at these facilities. Major findings of the 
study included the following: 



e the toed annual costs of the Ecuadorian PHC 
facilities varied greatly, but in general costs were 
slighdy lower for SS facilities than for MOH facili- 
ties. The higher annual rotd costs of MOH facilities 
were probably due primarily to their greater variety 
of final services, including, e.g., vaccinations, health 
promotion, and denrat services; 

m however, the MGH facZitiesY costs per compa- 
rable unit of service (2 more nemi.cgF.1 neasGrt: For 
cornpaative purposes) were lower than those of SSC 
facilities offering fewer services. There was some 
indication thzt SSC facilities provided qualitadvely 
&ter curative care, but these facilities did not offer 
the wider range of seivices (especially preventive 
senrices) h a t  the MOH facilities provided; 

personnel costs represented more than 50 per- 
cent of total costs at most of the Ecuadorian facilities, 
as is to be expected with a labor-intensive service 
such as primary health care. This was true of both 
M0H and SSC facilities: however, MOH facilii5es 
employed larger numbers of personnel at rclativcly 
lower sdaries (SO percent lower lhan SSC salaries), 
while SSC facilities employed fewer but more expe- 
rienced, and thus more costly, doctors and dentists; 

m building costs represented the second largest 
cost item at MOH facilities (on the average, 20.5 
percent of total costs), whiie at SSC facilities, sup- 
plies (mainly pharmaceuticals) were me second lag- 
esx input, reflecting the fact h t  SSC fxilities are 
genedy  better supplied with medicines than MOH 
facilities; 

curative services, provided mainly by physi- 
cians or dentists, tended to have higher average costs 
than preventive services, wbich had higher inputs 
from (less costly) auxiliary nurses. Although the 
MQH facilities offered more (and more diversified) 
preventive services than the SSC facilities, there was 
a greater emphasis on curative tlan prevendve serv- 
ices in both subsecrors; 

a consistent with the finding that a greater variety 
of services rended to be associated witb lower unit 
cosrs, the costs of vaccinations were lower at MOH 
facilities 2ffering a wider range of services. 

Concu~~enfly with the HCF/LAC study, Shepard 
et al. (1989), using a 1986 national. household survey 
of vaccination coverage and a smdy of selected field 
sites as additional databases, compared the costs of 
routine vaccinatinns at PHC facilities of the Ecuador- 
ian MOH (such as those srudied by lhe HCFLAC 

project) with the cosis of vaccinations administered 
d.dring a mass imm\mization campaim conducted as 
part of the PREMI program (a USAID-supported 
child survival program of the Ecuadorian MOH). 
The study found that 

m the mass vaccination campaign had higher unit 
costs than routine services. The average cost of vacci- 
nztions, per dose, was US $0.83 for campaign vacci- 
, i A r  l t ? ~  Ed VS SG.23 a;PHC facilities. The costs per 
fully vaccinated child were U S  $8.60 and US $4.39 
for campaign and routine services, respectively, while 
costs per child death averted (based on disease- 
specific mortality rates recorded in Ecuador) were 
estimated at about US $4,200 and US $1,900, respec- 
tively; 

m the mass campaign appreciably improved vac- 
cination coverage of younger children who had not 
been served by PHC facilities, and overall raised the 
p r o p o ~ o n  of chilartn under five who were fully 
vaccinated from 43 to 64 percent. In hat sense, the 
mas  campaign was perhaps equally as cost-effective 
as routine vaccinalions - possibly more so. 

B, Belize and St. Lueia 

HCFLAC study teams in Belize and St. Lucia 
calculated the fully-accounted-for costs of each 
country's national hospital: Belize City Hospital in 
Beiite and Victoria Rospjtal in St. Lucia. Each of 
&ese gouemmcnt-run facilities was absor'oing a large 
percentage of its nation's he&h care expenditures, 
while smaller district hospitals were mdemtifizeu. ln 
additian to providing data necessary for better cost 
ccntrol at the two hospitals, the project supplied both 
Belize and St. Lucia with analyses of expenditures. 

The heal& systems in both countries consist of a 
mix of public and pfivattte services, but Belize has pro- 
portionately larger private expenditures for health- 44 
percent of its health expenditures are for private care, 
vs. abont 20 percent in St. Lucia. Apart from this 
difference, the two countries - both with popula- 
tions well under 200,000 - are quite comparable in 
terms of health services organization and delivery. 
Both governments operate most of their counuies' 
health facilities (botlt primary and secondary), and 
both exempt a large proportion of the population 
from direct payment for heir care (at the time of the 
St. Lucia study in 1987, 92.7 percent of St. Lucians 
were exempt from payment, but this figure had 



dr~pped to 80 percent by 1989; tfie comparable 5.g- 
ures for Belize are unhounj. Both countries, in addi- 
tion to their nalional hospitals, have govewmerlr-rrm 
district hospitals (Belize has six to St. Lucia's twc) 
aid a net-work of health centers (28 is  Belize axld 33 
in St. Lucia). 

According to oficiai estimates, nearly 63 per- 
cent of all expenditures for h c d t l  of the Belizem 
MOH (1985), and nearly 40 percenx of the equivalent 
budget in St. Evcia (1986/87), were spent on the 
national hospital. 

e Once the full  costs of t h e  two countries' 
nationd hospiuls had been calculated, it became clear 
tha budgcr figures understated actual expendi- 
tures for health. The official estimate of rhe amua! 
expendi~re for Belize City Hospital was only 46 
percent of its fuf3 cost; the comparable figure fbr 
Victoria Hospital was about t5O percent. There were 
two main reasons fcr this difference between reported 
expenditures and actual. costs: first, substantial ex-  
penditures of these hospitds were channelled through 
other institutional accounts, such as "central stores" 
(the Cmt~ahed pharmaceutical procurement agency 
of the h4GH); and second, moriization of buildings 
and eqiprnent and muitization of the capitd costs 
of rand were not included in the official bbudgzt fig- 
ures. 

The 186-bed Belize City Hospital anand. St Lucia's 
2 11-bed VicIori a Hospitzl are born secondary -level 
facilities, offering basic inpatient services but few 
specialty services; cases requiring sophkticated treat- 
ment are sent abroad. Each hospiml has. in a0di;ion TG 
its inpatient urards, a number of outpatient clinics 
providing such services as dentistrp optbalmology, 
did psychiatry, and an emergency department that 
sewes the surrounding area as ar? ambulatory clinic. 
Mort detailed findings on hospital costs in Belize z ~ d  
St. Lucia are: 

e the Belizem MOH had an annual budget of the 
ecpivalent of US $5.36 million (1986/87), of which 
health services represented 96 percent. In St. Lucia, 
total MOK expendimres in 1986/87 were US $7.52 
million, of which about 83 percent were for health. 
(Both ministries also provide non-health-related sen7- 
ices.) The amounts the two countries spent on  heal^ 
were similar - about US $5.1 million for Belize md 
US $6.2 million for St. Lucia; 

per capita public health expenditures were 
somewhat lower in B e h e  thm St. Lclcia - US $30 

vs. US $45 -- bccausc Belize relied to a iarger extent 
on privately financed health services than St. Lucia: 

e public healh expendir~res as a percentage of 
Central Goverrment expenditures were 10 percent in 
Belize and '12 percent in St. Lucia. again reflecting 
Belize's greater reliance on private health financing; 

e as a result of liberal. exemp~ion policies, cost 
reccvery from user fees for public heal& se-ices was 
very low in both countries. In Belize, user fees were 
appro;:irnatdy one percent of the MOH operating 
budget: the corresponding figure for St. Lucia was 
less ihaii half of one percent, In Dodl countries, the 
amounts of user fees co'llecred were less &an what 
published fee schedules allowed; 

rc examples of average unit costs @ased on full 
cost accountingj at Belize City and Wctofia Hospi- 
tds. which had similar utilization characteristics, in- 
cluded: cost per patient day at Belize City Hospital, 
US $74; at Victoria Hospital, US $50: (b) average 
cost per patient stay at Belize City Hospital, US $448; 
2t .tTicro,*ia Hospital, US $350; 

a the St. Lucia tezm smdied the levels of the 
health system at which costs were controlled. Victo- 
ria Hospital had control over only about 20 percent of 
its costs, while the country's hblic Service Union 
a d  a Cabinet-appoinred negotiating team controlled 
'J-le 69 percent of rotal costs atxributable lo personnel. 
Control. ~f the 23 percent of total. costs represented by 
supplies a;?d phamaceuricals was shared by ihe hos- 
pital and Central Mediczl Stores, a separate entity 
within tlre MOH; 

8 the medic$ care components of the two cmn- 
tries' sociai security ?rograms differed: Lie Be!izm 
program covered only rreatment of worker injuries, 
while the St. Lucim progrim ccvered a far grater 
range of medic& services. Ln Belize, the Social Secu- 
rity Board paid the MOM the equivalcnt of US 
$25,300 annually for hospital treatment of worker 
injuries, while in St. Lucia, the National Insurance 
Scheme OTIS) annually conrributed US $560,000 to 
the country's AMON to cover heaft% services for active 
h . S  contributors. In neither country wzs ir clear 
whether the social security program's subvention to 
the MOH adequately covered the health care costs f ~ r  
which it was intended. 

In 1988, the effectivzness of health services man- 
agement in Belize and St. Lucia was assessed in a 
study prepared br CARICQM, the Caribbean com- 
mon market orgmization (Hamilton ma Hinchcliffe 



' 9 8 )  (Grenada and St. Gas-Nevis were also in- 
;.- ed in this analysis). The study updated the 

HCFILAC Belize and Sl. iucia studies with .the 
following information: 

e in both cu~ntries, the health sector's share of 
national recurrent expenditures had gone up slighrly, 
by 1988, Ea If .4 percent in Belize and 12.1 percent in 
St. Lucia (as compared to 10 percent for Belize ?ad 

12 percent for St. Lucia at the time of the HCFLAC 
studies); 

e by 1988, cost recovery rates in the public health 
sector had risefi to an estimated 1.3 percent for Belize 
and 9.5 percent for St. Lucia (ibid.: III:18), although 
the Hamilton and Hinchcliffe report does not state 
whether fhese figures are based on insuraice plus 
fees or fees alone. 



Demandfor Health Care 

Studies of the demand for IrrealtZl sewices may be 

I based on actual heal'& services utilizztion as reported 
by households, or on estimates of potential utilization 
baed eixher on household icterviews or assumptions 
made by researchers or health services planners. 
Wilt hypothetical behavior may differ from actual. 
both kinds of data can be usem in health pluming. 
Demand studies are informative because the demand 
for care does not necessarily coincide with users' 

I 
medicd needs as determined by health authorities. K 

; xhe supply of servic~_s were determined only on ihe 
basis of a population's professionally-diagnosed 

I 
I health needs, there could be a mismatch betureen the 

supply of and the demand for services. Health sys- 
I 

tens, if they are XU be both equitable and efficient, 
I should meet both the need arid demand of users 

(Musgrove 1985), subject to resources limitations 
nnd therefore to the need to regulate supply md/or 
demand. 

I A recent report (Birran 1988) summarizes prin- 
I ciplcs of healtfi care demand analysis, and also re- 

views more than a dozen recexlz demand studies from 
around the world, dll undertaken in the last decade. 
Here, we update this compendium with fmdings from 

I recently-completed demand studies in Peru and the 
i 

Dominican Republic, as well as with related findings 

I , from Bolivia, Honduras, and Jamaica. 
I 

A. Peru 

An analysis of the demand for health care in 
urban Peru (Geder et a!. 19871, based on data gath- 
ered in thc 1984 National Nutrition and Health Sur- 
vey (EhWSA), was intended to offer policy altema- 
tives for influencing the demand for health care. 
Rather than anernpring ro explore a virtually limitless 
number of policy alternatives, the authors of the sm5y 
devised an interactive planning tool, using computer 
programs and databases, with which policy-makers 
could examine ~ p :  consequences of implementing 
various specific policy options. Findings of the study 
included the following: 

o increasing user fees charged In public health fa- 
cilities in Lima and several mou~iain cities in Pem 
would not greatly deter residents - other than the 
very poorest - from seeking health care (although it 
would affect two other choices: subsector and type of 
facility). Increasing user fees at public hospitals, for 
those able to pay (while exempting low- and lower- 
middle-income households), would result in nearly 
proportional increases in public sactor revenues; 

+ increasing the user fees charged for ambulatory 
care at public hospitals in Lima. while maintaining 
&e present fee schedule at the city's public health 
cemrs and healfi posb, would result in almost no 



change in the total. number of outpatient visits t 
health care providers, bur it would considerably in- 
crease visits to public health centers and posts as well 
as tc private clinics, thereby reducing hospitd use; 

e w h e ~ e r  Peruvizns seek heaiih care when they 
are ill, and where fhey seek it, are greatly atfected by 
t5e accessibility of care. In some urban areas where 
public facilities are easy to reach, improving access 
(by consrructing new facilities or irnpr~ving rranspcr- 
tztion to existing ones) would not make much differ- 
ence in the demand for health care. But where public 
health faciEties - even IFough still within city Iirniis 
- lie at some distance from users' residences, im- 
proved access would substmtidly increase ihe de- 
mand for care; 

a users of urban health services in Pem believed 
that h e  quality of ambulatory care was highesi in 
privare clinics, follotved by public hospitals. Pub!ic 
heal& centers and posts were perceived tc provide 
care of low quality; indeed, if dl public &-id private 
healti? services were free and accessible to all, fewer 
than 10 percent of dl visits would be ro public PHC 
fzcilities. The elderly, in particular, had such a low 
opinion of the q ~ a i i q  of sefiices provided at public 
health cenrers and posts that - provided some alter- 
native, such as private care, were also accessible - 
 hey would vircuaX3y never seek health care ai public 
facilities, even if it were free and readily accessible. 

B. Dominican Republic 
fn the Dominican Republic, the NCF,LAC 

project analyzed houehdd demand for medical care 
in the capital, Santo krn ingo  (Bitran 1989), based 
on dara collected in a 1987 hot~sehold survey also 
conducted by the project (Gomez 1987). (For pur- 
poses of l h i s  demand analysis, "medical care" was 
defined as curative, non-dental, phy sician-prov ided 
care.) The sumey included quesiions on socioeco- 
nomic variables; respondents' self-perceived Ired& 
problems; their utilization of hedb services provided 
by lhe caunry's ministry of  heal^ (SESPAS): social 
see-xity instimte (DSS), armed forces, and private 
providers; &eir coverage by health insurance pro- 
grams; and their out-of-pocket expenses for healtf., 
services and medications. Among The findings result- 
ing from the housel~old suwey and demand analysis 
were: 

e nearly 42 percent of the poprrlaion of Santo 
Domi~go reported having some symptorrr of illness 
during the two-week survey recall period. Two-thirds 

of these people did not seek medical care, primarily 
because fiey believed it unnecessary, but - based on 
survey responses - at Ieast 10 percent and up to 20 
percent of tinis suStotzl appear to have been con- 
strained from seeking care by its cost or inaccessibil- 
iLy; 

s a b u t  70 percent of all outpatient co~sulrations 
in Saxo Domingo were Zbr medical carc; the remain- 
ing 33 percefit were fix- prevent-ive, dental, and mater- 
nity services, treatment of accidental iiljuries, md 
other c~uses; 

e most heal& scnrices in Santo Domingo (includ- 
i ~ g  curative and other kinds of care) were pr~vided 
by medical doctors (84 percent) cr dentists (11 per- 
ccntj. Only five percent of cons~ltations were with 
paramedical providers; 

s approximately 56 percent of octparient visits to 
doctors took place al private facilities, 30 percent at 
SESPAS facilities, 10 percent at IDSS facilities, and 
feur percent at Amed Forces facilities. The prefer- 
ence for pivatc care was strong even mong the low- 
income popu!ation. The diskAbution of hospitaliza- 
tions by subsector was similar to that of visits for 
ambuiatcry care: 

e jess than one-fourth of the population of Santo 
Domingo had nedical care coverage through IDSS, 
private Insurance or przpament plans, or ~e Armed 
Forces (there was some double-coverage a ~ d  cross- 
utilIzario2 of these services xhose covered). 
More ;ha 75 percent of rhe popularion had no cover- 
age through membership in a 2e.Atl-i care organization 
(other ~ r n  SESPAS, which has a mandate to  provide 
free care for dI); 

s of outpatients a17d inpatients who used private 
health services, ~WP-thirds and three-quarters, respec- 
tively, did not hzve private insurance coverage; of 
those without coverzige who used private services, 90 
percent paid for their care direcdy and 10 percent re- 
ceived privzte care free of charge; and 

a alm~st,  a third of outpatient visits to IDS$ 
facilities were by patients who were not eligible 
for IDSS coverage, yet 86 percent of these non- 
beneficiaries were attended free of charge. At, Armed 
Forces facilities, almost half of all vis is  were by non- 
beneficiaries, but all who visited these facilities were 
attended free of charge. 

Isolating !he effects on demand of individual vari- 
ables. -he study found that: 

e age had effect on demand, across all income 
groups. Of 3ose  who felt ill, infants under the age of 
one year were the most likely to obtain medical care, 



folIowed by children in the 1-4 2ge group. There was 
much lower h ~ a l t h  services utilization among I;! 
school-age chiidren (ages 5-14), coxpared wi&: 50th 
younger and older age groups; 

I, urilization of out~atient healtin sa-vices by fe- 
males (62 percent of a11 consultations) ~uiw:lghcd 
females' representation in the population (55 per- 
cent). OrJy five percent of females' relatively hezv y 
utilization of outpatient healCq senices was associ- 
ated with pregnancy; 

e educazion had only a slight effect on demand, 
~ i t h  tZle htter-educated somewhat acre iikcly to 
seek care thin the less well-e.ducztea, arid sornewhar 
more likely to choose a private doctor once the k c i -  
sion to seek care had been made: 

a household income had only a small efkzt on 
demand: for both onrpxient and inpadent care, ill 
individuals wi:h higher household incomes were o d y  
slightly more likely ro seek care &an those w i h  lower 
incomes: but 

e household income did affect the choice of which 
subsecror TO visit: pople wiLl higher incomes were 
more likely to visit private physicians (who charged 
higher pri^cesj, & ~ d  those wirh lower 'Lncornes were 
more likely to visir zither SESWS or ICSS physi- 
c i m  (fcr =hose services, with rzre cxccprions, :hey 
paid no&iingj. It must bz nored, however, that - in 
virtually every househoid income category - a ma- 
jorixy of individuals cocsulted private doctors; 

e price had only a minor effec~, on che likelihood 
of seeking medical care, aitfi.ougt. people wirh lower 
incomes were more sensitive to price than higher- 
income individuals. Price simu1atiz-i~ revealed that 
the health care seeking behavior of people in a l  
income p u p s  was nor very sensitive to ei*&cr pr;,vare 
or SESPAS price chmges. AX SESPAS facilities, far 
example, where only abour 10 percent of those 
attended pzid user fees, exempting fewer patients 
from payment, and charging somewhat higher fees to 
all those not exempt fror:! payment, would reduce 
udlizatian less thm proportionately, ever, among low- 
income groups; and 

o h e ~ t h  services in Santo Dorningo appeared to 
b:: Iocared within ressonable dismce of most users; 
travel time differences aiozg the subsectors had little 
effect on demand. Wiiiting time differences, however, 
were considerable: in the pnvate subsector, ;hi: aver- 
age wa i~  was 39 ninuies - 25 mInures less thar, the 
SESR4S merage. Average waiting times were sirnilas 
in SESPAS, KISS, and Armed Forces fzciiities, rarg 
ing from an hour to an hour and 14 minutes. 

C. Bolivia 
L? 1964, USAID/BoZivia sponsored a feasibility 

study of the potcnliai of privately-finmced PHC serv- 
ices, targeting low-inccme gucps in rural ar;d mar- 
ginal zrbm areas of LFle department of Santa Cmz, to 
become self-sust~itining. Subsequently, the PNCOR 
prvject. together with the Ba11vian organization 
FXDES, was zsked to design such senrices and test 
alternate ways of financing them (PRICOR 
1957:107). Ir, connection wih? fhis effort. FIDES 
uzdertook a househdd survey of target populz~ion 
groups in three cornmcnibes in Santa Cmz, in w!-icir 
respondents were queried aborrt rheir potenlid 
dcrnand for health scrvices (see O'Connor es a!. 
1985). A total of 2274 households was sunreyed. 
Results included thc following: 

e over half of survey respondents felt that, 
ideally, the government - rather than communities 
and/or families - should deliver health services. 
However, a majority of resp~ndenrs felt that - again, 
ideaily - the family or community should pay for 
healrh services (ihid. : 1985:63), although respondents 
in the different areas preferred a variety of difieient 
financing mechanisms. mese included annual dues 
and installment payments (presumably paid directly 
to a health facility 's parem organization, although 
 his is not specified in the report), paymem in kind, 
payments in labor, cash fee-for-service payments, and 
raffles; 

o a e  study recommended a combination of fi- 
nancing strategies to foster cost-sharing wMe con- 
trolling potential overutilization. These m.ight ificlude 
fees-for-service (in a c c ~ i d ~ c e  with abiliry to pay) 
md cirug sales. 

Subsequent to this suwep, and after several. PHC 
faciiiries had become operational under the name 
PROS ALUD. the RCFLAC projecl designed a mar- 
ket analysis model for estimating whether future PHC 
facilities in Santa Cruz would generate sufficient 
revenues to cover their total costs - and possibly 
help sl~pport their parent organization as well mosen- 
thd er al. 1988). To assess wheher a particular 
PROSALUD facility would - on the basis of pre- 
paymeni errangemenis and/or fees-for-service - 
become self-financing or not required. an understand- 
ir,g of fie potential demand for hedrh care in its area. 
The study reported that: 

e to blecome wholly self-financing, t.he PRO- 
SALUD system needed to expand, in arder to spread 
cenrral office costs over a I~rger number of facilities; 



a successm expansion would depend on identi- 
fying communities &at would be able to geneiate 
enough demand to suppun PROS ALUD fzcilities, 
which in mrn would depend on the ability of the 
demand model to seleci appropriate locations: 

e after a one-year trial, use of the model and 
Gnaneial planning method as rnmagemenr tools had 
resulted in improved financial performance at 
PROSALUD facilities. Wirh increased utilization and 
better finmcial planning, the average cost re~overy 
rate for all facilities (excluding prorated central cffice 
costs) Itlad increased f r ~ m  40 to 80 percent. For urban 
facili~ies over the same time span, the rate of cost 
recovery had increased from 50 percent to 89 percent: 
as of June, 1989, it was nearing I00 percent (again, 
excludiag central office costs). For rural facilities, 
because of insufficient utilization, rfie overall cosr 
recovery rate uyas lower: nonetheless, it had increased 
from 33 percent to 61 percent; 

* there were wide difYerences in the potentid for 
self-financing within the PROSALUD system, de- 
pending on direct fees for services vs. prepaid sollrces 
of revenue. Because the prices of rhe prepaid arrange- 
ments had been set very low and utilization was 
relatively high, facilities with a high proportion of 
prepaid patients fared less weU financially t l z ~   lose 
witfi. more WS pa~ients. Prices of any future prepay- 
me;lt arrangemems will have to be increased: 

e when prepaid arrangements were phased out by 
non-renewzd of prepaid patients' contracts, most rf 
these patients continued to: use PROSALUD facilities 
on a fee-for-service basis. 

ID, Honduras 

In 1983, the Honduran Ministry of Hedrh and 
MSH joinfly conducted a household survey of four 
Honduran health re@ons, in an effilrt ro ide~tify alter- 
na~ives for fmancing PXC services and to assess the 
potential economic vlabili~y of these alternatives 
(PRICOR 1987:119). Members of slightly over a 
shousand households were interviewed. The survey 
found that: 

m about 26 percent of the survey population 
repo~ed having been ill within the l5-day survey 
period, but nearly hdf treated themselves ar home, ax 
a mean cost of $2.50 US (most of which represented 
medicines); 

largest expendilure category for the survey house- 
holds, after feud and clothing; and 

e an overwhelming majority (94 percent) of all 
respondents said tley were w:llrng to pay for health 
szmices supplied by the Hor?duran ,Vinistrjr of Health, 
although it is nor clear how n~uch a e y  w-ere willing to 
pay (PRICOR 1987: 119). 

E. Jamaica! 

In 1987, in com,ecrion with i i ~  plans to emcurage 
the developmenr of non-govemi~enral means of fi- 
naricing hedilih services, the Government of Jamaica 
sporrsored a survey cn health services utiiizatior, in 
eight Jamaican parishes, focusing particularly on the 
use of three pubIic hospitals serving these pxishes 
(McFarlane ar?d McFadane 1987). The survey in- 
cluded questions orr age, income, employment status, 
occupation, illness, choice of provider when ill, in- 
surance coverage, md perceptions of quality. Find- 
ings inc!rrded following: 

e among Those perceiving illness (4) ,  over 50 
percent c h ~ s e  private ambclatory health care during 
the two-year sunfey recall period. hb'iic hedth cen- 
ters were the second most frequentiy chosen facility, 
f~Eawed closely by public hospitals. Only one per- 
cent of those seeking outpatient care used priva~e 
hospitals; 

a over the two-year s m e y  recall pcfiod, rhree- 
wagers of the population visited a hedzlth facility at 
which fees were chqed;  

u rlie demmd f ~ r  private care was highest among 
the 20-59 age group. and ;Fell in the 60-plus age 
group. The elderly represented t-he largest share of 
tihose visiting public health clinics, and ihe elderly 
plus tbose under 20 were responsible for the heavies 
demand far public hospital services; 

e about 12 percent of the population had some 
form of health insurance coverage. More females 
t3m males reported having insurance; 

e survey respondents generally supported the idea 
of individuals' direcUy contributing ro the costs of 
their health care, bit tfie aniount respondents were 
willing to pay generally q i t e  low. 

m expenditures for health care, at over i l percent 
of total reported monthly expenses, were the third 

(4)  Tie pzrcenragr of the s m e y  popuiation perceiving iil?ess 
was appue~riy not determjned. 



Health Care Financing 
Alternatives 

The term "alternative," as nsed here, refers to from their employers. Medical care for SS beneficiar- 
sowccs of health care financing other than general ies is provided either directly, at facilities run by SS 
tax revenues. While general tax revenues remain the institutions, or indirectly, by existing pblic or pri- 
single most important source of health care financing v2te providers on a cost-reimbursement or subsidy 
in the LAC countsies on which this report focuses, basis. SS programs in Latin American countries gen- 
they have been expected to fund more and more erally provide medical care directly, while in the 
services at the same time &at overs economic con- English-speaking Caribbean countries they either 
strain& have reduced their availability. AID has there- provide medical benefits through subsidies te public 
fore promoted health financing alternatives, in order health services or offer no such support. In tbe L a b  
to "fsee oaerwise commimxl resources, levorage new Ameficm countries, social security medical care pro: 
resources, and more efficiently aIlvcate scarce exist- o,orams represent up to a third of total health care 
ing resources toward support of cost effective pro- expenditures (Zschock 1986). 
grams" (1986b:l). For the LAC region, findi~rgs on SS systems have 

Previous reviews of research on hedth financing been reported by the HCF/LAC project fmm Peru, 
alternatives include de Ferrarrti 1984 and 1985. the Dominican Republic, Ecuador, Guatemala, Be- 
Russell and Bchock 1986, Hoare and Mills 1986, lize and St. Lucia. 
Brenzel f 987, and Shepard md Benjamin 1988. In 
this chapter, we supplement these with findings f ~ m  1. Peru. Zn 1985-86, the HCF/LAC project ana- 
the RCF/LAC project and other recent research on lyzed prepaid, risk-sharing hedh care plans in Lima/ 
tlhrree dt#:mative sources of health financing: social Callao (Solari et ai. 1987). Later, in 1987-88, rhe 
security programs, direct user fee payments, and pri- project provided technical assistance to the Peruvian 
vate, prepaid risk-sharing plans. Institute of Social Security (IPSS) on the financial 

implications of a legally-mandated cxtensim of cov- 
erage of ihe institute's medical care program Mesa- 

A, Social Security Programs Lago 1989). Both studies built apon an earlier 
Social security (5s) progmms are f h d e d  by man- USAID-funded project, the HSA-Peru (Zschock 

da~ed, wage-based cantrIbutions from formally en -  19881, which also included findings related to socizl 
played wokers and equal or greater contributions secuAtf in Peru. 



8 In 1985-86, an estimated 18.6 percent of the Pe- 
ruvian population was entitled to IPSS coverage, but 
many beneficiaries had no access to PSS medical 
care because their employers failed to pay the man- 
dated contributions, PSS did not issiie a e  required 
identification cards to all beneficiaries, or other Tea- 
SOT1S. 

0 A 1987 law mandating expmsion of rnedicdi 
care covemge to certzL7 previously excluded popula- 
tion se,ments was probably overly ambitious and un- 
rezlistic. The extension of coverage to dependent chil- 
dren up to the age of 14 in 1985 had dread! increased 
demand for PSS medical services, w i h  no corn- 
spending increase in revenues. 

* In 1987, The medical care program accounted 
for 58 percent of total IPSS expendimes. This share 
may have been higher because of unreported subsi- 
dies of administrative costs from other 3PSS pro- 
grams (e.g., invalidity, pensions). 

In all but one of the last 10 years, rhe IPSS 
medical care budget had been in deficit. 4 rnajljor 
reason was h a t  some 35 percent of  private emplcryers 
evaded paying their contributions. Among explana- 
tions for nonpayment were rapid inflation (delaying 
paymenis reduced the red cost of the contribution to 
the employer) and inadequate regissation and en- 
forcement procedures. A newly-implemented corn- 
pmexizcd system for registration md coIlection may 
have improved collections, but was hampered by per- 
sonnel cuts. 

9 Ancrther reason for the P S S  medical czre 
budget deficit was the failure of the government as 
employer to pay its legally-mandated contributions, 
in eadier years and again from 1986- 1988. 

m In 1988, IFSS medical care expendirures were 
allocated as follows: personnel, 45 percent; sickness 
and maternity subsidies, 20 percent; medicines mb 
lab rests, 20 rpercent; administration, 8 percent; and 
contracted services, 5 percent. Cash si?hsidies for 
sickness and maternity, which could be collected for 
nearly a year, were paid at the unusually high rate of 
1W percent of salary. 

In September, 1988, IPSS made plans to in- 
crease income and reduce expenditures by (a) in: 
creasing contribution rates, (b) contr~lling evasion 
and reducing payment delays, (c) collecting the gov- 
ernment debt, (d) obtaining higher yields on medical 
care fund short-term investnents, (el reducing per- 
sonnel, (0 suspending a legally-mandated integration 
of tlospital services with those of the MOH, (g) cut- 
ting overtime, (h) rest&ing personriel travel, medi- 

cal, and office supply expenditures, and (i) furher 
reducisg invesriient. Ali of these measures, however, 
wodd be politically difficult to implement. 

2. Dominican Republic. In the Dominican Re- 
public, h e  HCF/LAC praject cozducted a household 
survey a ~ d  m andpsis of demand for medical care in 
Santo Dorningo (Gomcz 1988; Bitran 1989). 

e In Santo Domingo, 24 percent of Cqe population 
had some kind ofhealth care coverage by virtue of 
their employment an&'or participation in a prepaid, 
risk-sharing plan. Of goup, 13 percent had 
sacid security (IDSS) medical care coverage. either 
as employees or dependents of employees. (Some 
IPSS beneficiaries were dso covered by private health 
insurmce plans.) 

s IDSS operared its own nledicd care fzciiities, 
providing both outpatient inpatimi care. Abut  
10 perzem of all "tur~tive ~utpatient visits in Samo 
Domicgo over a two-week s u r q  recall period took 
place in XDSS facilities; the conlparable figure for 
IDSS hospitalizations, over a recdl period of 23 
months, w2s 7.2 percent of all hcspit~izarions. 

e Bcbveem 30 a ~ d  40 percerrt of IDS5 rnedicd 
care users, mb outpatients and inpatients, were not 
IDSS beneficiaries, but were nevertheless treated free 
of charge at IDSS facilities. This apparentf:.~ offset 
the praportion of IPSS knefciaries who sought 
medical care from either private or public sector doc- 
tors. 

e The qiiaiity of curalive care offered by lDSS 
was generally perceived as poorer thax rhat of zom- 
pzrable services provided in the privae sector. 

3. Ecuador. The medical care component of the 
Ecuadorian r~sa3 social, security prograin (SSC) was 
malyzed as pan of the Rff/LAC cost study (Gomez 
1987). Among the study's findings, the following 
shed lip?t on discreet characteristics of the SSC pro- 
gram : 

a unit costs at SSC facilities were generafly higher 
than at MMOH or private facilities. The costs of medi- 
cal treatments, for irrsrance, averaged nearly 50 per- 
cent higher at SSC thm ax MOH facilities, mainly 
Seca~se of higher personnel costs. SSC facilities 
employed fewer personnel than MUH facilities. but 
they were more experienced am3 *us more cosay; 

e physicim productivity (in terms of the average 
number of consultations/doctor/hmr) was higher in 
SSC than in MOH facilities, but SSC physicians were 
also paid more L%m k1OI-f physicians; 



e SSC facilities o,rfertd a srnzller number of f ind  
services than MOH facilities, mainly because they 
carried our fewer prmentive and health promotional 
activities; 

e in general, SSC facilities appeared more axes- 
sible to their (smaller) target populations Llan MOH 
facilities were $0 their (larger) target populations. 
Ccst per patient was more ihan twice as high in ihe 
SSC progm2, reflecting ~iot  only higher sda-ies but 
also more m~plgie supplies of medicines. 

4. Guatemala. At thc time of the HCF,%AC 
project's Guatemala study (Gwynne 1988;, the 
c~uncry 's Social Security Instiruie (IGSS), which 
covered agro-elipors workers only for accidental in- 
jury, wzs consiCe5ng extending medical care cover- 
age in the couniry's South Coast agro-export region 
by mmdazmg employee/empioyer pan-cicipaiion in 
t w ~  more prggrarn?, a rnatemaI/chi!d. hezdcth, ;;rGgrm 
and a general medical care pragram. IGSS had not, 
however. decided w h e ~ k r  the proposed extension of 
care would k offered through its own, public health, 
or piil;se sector faciliries. 

a Sou* Coast employers, many of whom fcit 
they were not gening their money's wolzh out of +;heir 
current mandatory ccontribu;Ions to the XGSS acciden; 
program, reportedly opposed extension of iGSS 
heal& services in heir m a .  

* Some locd observers predicted fii-rat IGSS 
plan to c x t e ~ d  medical care in ~ l e  region, no rna::er 
what the m~chanisrn C~~SEI I ,  would spur employers 
to try to exernpr themselves from f u ~ h e r  contribu- 
tions by organizing their cwn health services - 
probzbfy through 'heir regional or local zgriculrural 
and trade groups. 

r, The small n ~ m b e r  of currently-existing IGSS 
facilities in the area suggesred to other 'local observ- 
ers that IGSS should extead heaIth care through the 
pfiva:e sectOK Private providers wolxld be likely to re- 
spond positively, and cooperzttte in developing organi- 
zations to facilitate the administratiorl of such a pro- 
gram. 

5. Belize. One of tne gods of the HCFPLAC 
project's Belize cost study (Raymond ct al'. 1987) 
war to examine the adequacy of an amma! subcidy 
of US 525,000 paid by the Sccial Security Board 
(SSB) to the Ministry of Finance for the ireafment, a; 
p'clblic health fzcilities. of work-related injuries LO 
SSB enrollees. 

9 The SSB re?orted 723 work-related injury 
cjaims in 1984, for an average of $35 per chim. 

a However, since SSB statis~cs did not differen- 
tiate between beneficiaries' use of inpatient out- 
pzdent services, the prqmrtions of zhe 71 3 claimants 
who were hospitalized and who received ambulatory 
care were unknown. 

s When possible cornbirra~ions of inpatient and 
outpatieat treament for the 71 3 claimants were simu- 
lated, the coxxlbinations of services that couid be 
purchzsed for US 425,000 at cyrrent public health 
faci2ity costs suggested that the actual cost of services 
provided might have exceeded this subsidy. 

6. S t .  Lucia. As in the Belize study, the 
HCFLAC project's Si. Lucia country study @ussell 
e! ai. 1988) attempted ro assess the adeqdacy of a 
anntral subvention of US $560.000, paid by the Na- 
tional Insurance Scheme (ATIS) f ~ r  medical treatment 
of NIS enrollees at public health facilities (a wider 
range of medical benefits than in Belize was in- 
cludedj. 

c In St. Lucia, no system was in place by which to 
derennine which patients treated at public facilities 
were NIS contributors- F9r this reason, it was not 
possible to simulate what combinations of inpatient 
ad outpatient treatments provided to claimants the 
subvention woclld cover, as was done in Beiize. 

e As in Belize, il remained unclear whether the 
subsidy was adequate to cover the healrh care costs 
incuned by hTS enrollees. 

B. User Fees 

The tern! "user fees" refers to charges imposed ai 
ihe tiae r h a t  health care is provided. The tern is 
sometimes reserved for payments at public health 
senriccs (e.g., Overbolt !987:iii), but, more com- 
monly le.g., de Ferranti 1984, 1985), it includes 
chzr-ges imposed in both the public and private sec- 
tors. Despite tbe widespread conviction in LDCs that 
health services should be free of charge, user fees are 
widespread. Most private spending on health is proba- 
bly ir. the form of user fees (Be Ferranti f 985): and in 
many countries even pblic  providers charge some 
users for some health services, although the revenues 
thus collected are usually small (Hoare and Mills 
I985:40j. 

Another pervasive belief, that the poor cannot 
pay user fees, is belied by studies showing that, in 



some LDCs, members of low-income population 
se-ments pay for health care and pharmaceuticals; in 
many LAC countries, the urban poor spend an esti- 
mated two percent of their household income for 
hea!xh services and medicines and higher-income 
house~olds pay up to four percent (Musgrove 1983). 
The user fee issue thus centers not on users' "willing- 
ness" to pay, but on equity: should low-income users 
of public health services pay fees, and how much 
should households with higher incomes be expected 
to pay for their health care, either directly in fees or 
indirectly through prepayment arrangements? 

Aside from equity considerations, several other 
problems may hinder the widespread imposition of 
user fees. First, scaling user fees to income requires 
the use of a aeans test, difficult if not impossibIe to 
implement in many LDCs because of insufficient 
infomation. Second, the costs of collecting user fees 
may largely offset the additional income - espe- 
cially where there is little experience with the man- 
agement of user fees. Third, imposing fees may re- 
duce utilization among the poor (e-g., Bitran 1989; 
see also Overholt 1987:iv), or reduce consumption of 
other basic necessities. 

Arguing for the imposition of user fees are the 
following considerations (see also World Bank 
1987). First, in evexy country some proportion of 
the population can afford to pay for health care, 
and revenues c~llected from them could be used to 
pay for he&& care for <nose wno cannot pay for 
it. Second, the poor are already paying more for 
private health care than they would pay, v;s user 
fees, at public facilities (de Ferrmli 1385). 'Ihird, 
user fees will encourage users to 'be "sensible" in their 
demand for health services (World Bank 1987:26). 
Founh, imposing fees for curative care (which, some 
ssudies suggest, rn more colIectible Gian fees for 
preventive or promotive services) cm help to free 
scarce pcblic resources for preventive care :exussell 
md Zschock fr 986:44). Fifth, user fees may "einhance 
(users') community participation and sense of con- 
trol" (ibid.:45), and also stimulate users to become 
sensitive to t.he quality of care they receive. Even 
nominal fees could thus help to raise quality - 
especially where dwindling public health budgets 
have necessitated reductions in funds for supplies and 
maintenance (Lewis 1987b:2-3). 

Aaong the various cost recovery mechanisms 
available to LAC governments, then, user fees - 
despite some drawbacks - are of particular interest 
in that they not only generate revenues but also pro- 
vide incentives for the efficient and effective use of 
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resources. Patients who must pay something for their 
health services are encouraged to value such services 
and at the same time discouraged from using them 
umecessarily, and public institutions that are permit- 
ted to charge something for the services they provide 
- particularly if they are allowed to retair, at least a 
portion of the revenues collected - are encouraged 
to provide the quantity and quality of services that 
users will continue to demand. 

For these and other reasons, the. World Bank has 
advocated user fees for govemment-provided health 
services as one of four related health financing poli- 
cies that together constitute its "agenda for reform" 
(World Bank 19875-4). User fees are also an impor- 
tant component of the AID guidelines on health care 
financing, which spell out the agency's goal of en- 
couraging LDCs to develop "sustainable" and "cost 
effective" health services programs, in part by  imps -  
ing user fees for personal curative care (AID 1986b). 

For the LAC region, recent findings on user fees 
have been reported in HCFLAC project studies uc- 
demken in Peru. Bolivia, Guatemala, the Dominican 
Republic, Belize, a ~ d  St. Lucia. In addition, the 
REACH project has conducted user fee stlidies in the 
Honduras, the Dominican Republic, and Jamaica. 

I. Peru. The HCFLAC research study (Solari et 
al. 1987) and technical assistance report (Mesa-Lago 
1988) on Peru yielded the following findings on user 
fees: 

e at the time of &e two studies, worsening eco- 
nomic conditions in Peru had curtailed the 
government's ability to maintain its heal& services. 
This had resulted in increased use of private sector 
health care, especially by middle- and lower-income 
Peruvians who had previously used public sector fa- ." 
cllities; 

m of the estimated 20 percent of the Peruvian 
populafion (about four million people) who relied on 
$e private sector for health care, about 2.2 million re- 
ceived health care provided by private voluntary or- 
ganixati~ns, some of which required substantial user 
fees. Another half a million were covered under vari- 
ous prepaid plans, some of which required copay- 
ments. The remainder, by inference, paid directly for 
rhe health csrc they consumed. 

2. Bolivia. PROSALUD - the network of pri- 
vate-sector PHC establishments initially supported 
by USAID,Bolivia - has experimented wirh both 
prepaid plans md user fees (Rosenthal ct ai. 1988). 

At rhe time of the HCF/LAC research study, 
there were wide diEerences, within the PROSALUD 





ices at public facilities was prohibited by tfie govem- 
ment (the policy concerning charging fees fur outpa- 
tient care was ambiguous). The REACH project in- 
vestigated user fees at 10 ministry of health facilities 
diswibuted throughout I I I ~  cuunrr):: nine hospitals and 
h e  National Laboratory (Lewis 1987b). 

a While user fees were officially prohibited for 
inpatient care, all. 10 facilities studied charged fees 
for ourpatient services. Since there was no govem- 
ment regulauor, of these charges, they varied consid- 
erably acmss the 10 facilities, each of which also 
designed its awn collection system and independ- 
e ~ t l y  decided how to spend collected revenues. 

8 Even though outpatient charges rarely exceeded 
10 percent of private sector prices for similar serv- 
ices, revenues from these charges were an iaportant 
source of hospitals' upe~t ing  fuxlds. They provided 
the largest proportion of resources for operating 
expenditures, other thazz personnel, of the hospitals 
studied. 

0 The individual hospitals' use of the revenue 
collected Erom user fees most, frequently included 
pharmaceuticals purchases, additio~d persome! ex- 
peridittlres, maintenance, and the purchase of other 
supplies. 

A means test was used to waive fees for poor 
patients or provide discounts to those who could pay 
only some of the mnmt charged. About half of all 
pztierzrs at the hcspitals studied paid nathing or onip 
part of what was charged, but decisions either to 
waive fees or to offer discounts varied across 
facilities, some of which required at least a nominal 
payment of all patients. 

i, The study's author felt that the Dominican 
RepuVGc should sanction user fees for inpatient as 
well as ouqmtient services, since - among other 
things - inpatienr services represented the largest 
share of hospital budgets, and the current fee stuc- 
ture encouraged patients, since they were not charged 
for inpatient care, tr! srxer Bc system through emer- 
gency or inpatient care for basic treatment. 

The HCF/LAC project, which analyzed the de- 
mmd for medical care in Smto Domingo using house- 
hold survey data, shed additional light on the role of 
user fees in Santo Doming0 (Gornez 1988; Bitran 
3989). 

e Despite the government prohibition on user 
charges for inpatient care (LRwis 1987b: lo), some 
inpatients as welI as many outpatients were paying 
user fees at public health facilities. At the time of the 

study, aboilt 10 percent of dl tllose receiving curative 
care at these facilities, whetZler outpatient or inpa- 
tient, paid user fees. The charges averaged US $7.70 
for outpatie2t care and US $90.00 for hospitalization. 
(En contrast., average private subsector expenditures 
were US $13.00 and US $132.00 for outpatient and 
inpatie~lt care, respectiveiy.) 

0 Among patients seeking outpatient curative care 
in Santo Domingo, there was a strong preference for 
private physicians across all household income 
levels. This  shows that even poorer residents of Smto 
Dorningo were willing to pay for what they perceived 
to be better quality health services. 

e While lower-income patients were m3re sensi- 
tive to price thm higher-income patients, when lhe 
effects of higher prices on the utilization of outpatient 
heap& services in both the private and public subsec- 
tors were simulated, the results suggested that higher 
fees would reduce overall utilization rates only 
slightly, even among those with low incomes. 

e Raising prices would, however, affecl the sub- 
sectorial distribu~on of those seeking care. Specifi- 
cally, if private physicians' prices for outpatient care 
were to increase, so would the tendency to seek health 
care from p~blic and social security physicians, for 
dl but fiose at the highest household income level 
(6). 

6. Jamicu. In 1988. a third hospital user fee 
study was carried out under the REACH project in 
Jamaica (Lewis 2989). An exi.sting user fee schedule 
was outda:ed, and drl revenues from fees had been 
submitted to the govemmen;'~ Consolidated Fund. 
This policy was revised in I985 to allow hospitals the 
use of hdf their revenues fmm user fees. However, 
the fees ;a be earmarked for use by hospitals had to be 
identified as "co~ttribulisns," and hospitals had 10 
submit separate budgetary prcpsals on the purposes 
for which these contributions were to be expended. 
The user fee study found t h z ~  

e over the period 1983-87, while public health 
spending declined, the share allocated to PHC 
increased propofi;onately and hospitzl expenditures 
decrease proportionately; 

9 hospital personnel expenditures rcse propor- 
tionately as expenditures decreased. a_nd the shares of 
supplies and maintenance decreased; 

(6) Beca~se of data limitations, h e  HCFLAC study team could 
not e s h a t e  tt?e effects of price on subsector choice for hospitdl- 
zation. 



e &ese overall findings helped explain the deci- 
sion to increase user fees and colleaion rates, and to 
alloczte ~ I e s e  resources to supplies and maintenance; 

e hospiBls were expected to charge fees equiva- 
leiit to ~hlxose in tke private sector, but pa5ents were to 
'oe charged based on ability to pay, and on the bask of 
hzving private insurance coverage: 

e revenues fiom direct user fees had  sen sub- 
stantially over the past three gezrs, but the attempt to 
increase revenues from patients' private insurance 
policies had been less successfcl; 

e the proportion of hospital budgets accounted 
for by fees, which ranged betweer, 2-10 percent ir? 
1984, had increased to a range between 6-27 percent 
in 1387; 

e the major problems associated with the 
government's new hospital fees policy were "the ina- 
bility or unwillingness of hcspital managzmenr. to 
handle fee collection in a systematic fashion" 
(ibid.:25>, and the failcre of public hospitals to collect 
from private ins~rance co:rnpanies (ibid. :26). 

7. Belize. The issue of user fees was a. major con- 
ponent of the HCFLAC project's Belize study 
(Raymond zt al. 1987). one of the gods of which was 
to ~pdate the public health service's outdated fee 
schedule. 

Q Direct consumer expenditures for health in 
Belize were a large share of total heal& sector expen- 
dirirres. Households p ~ d  directly for private medicd 
care and medicines, 2nd for certain services provided 
ar pblic hospitdtfs a d  clinics. 

The MOH, however, generated only about orle 
percent of Its operatiig budget from fee collections at 
rhe major public hospital, because fees were low and 
their collection often overiouked. 

8. St.  Lucia. For St, Lucia. the HCF/LAC 
project's study (Russell et aI. 1488) provided two 
findings concering user fees: 

m fee schedules for publicly-provided health sew- 
ices existed in St. Lucia, but - at rhe rime of tie 
study - an estimated 92.7 percent of me population 
was legally exempt from paying fees at public facili- 
ties: 

e the small amount that L5ctoria Hospiral was 
enrIrled to collect in user fees was made even smaller 
because of non-collection of payable fees or because 
the hospiral often charged hose who were required to 
pay corisiderably less than the stated fees. 

C .  Private, Prepaid Risk-sharing Plans 

The various arrangements subsumed under the 
term ''private, prepaid risk-sharirrg plans" (see GHAA 
1985) share three common elements. Firs, all in- 
vcive spreading the risk of incurring hedxh care ex- 
penses across a group of people, Second, d l  are pre- 
arranged: payment is made before my expense is 
incurred. Third, payment is independent of the actual 
amount of services used by any Individual; instead, it 
is predicated on the estimated costs of utilization of 
services by Lie insured group as a whole. 

In the last decade, various foms of private, pre- 
paid risk-sharing ?lms have expanded W i r  coverage 
sipifica~tly in several metropolitan areas of the LAC 
region (GHAA 19&5), although the overall extent cf 
t_!eir coverage still remains limited. In smaller towns 
arid mrd areas. third-parry arraiigernents, where they 
exist at dl, cover only a small share of ?he population. 
Recefit research findings on such arrangements have 
been reported by the HCF/LAC project for Peru, 
BoIivia, and Guatemala. In addition, USAIDs have 
directly sponsored studies of h e  feasibili~y of insti- 
tuting such arrangements in the Dominican Republic, 
Ecuador. and Jamaica. 

1. Peru. The HCF/LAC project's Peru study 
(Solari et al. f 987) investigated the potential for 
growth of privaxe, prepaid risk-sharing plans in Lima/ 
Callau, where 2 number of such plans were in opera- 
tion and covered apprcximately eighf - percent - of the 
metropiitan area's population. 

e Private, prepaid risk-sharing arrangements 
available at the time of the study fell into four basic 
types. The first. which had c a p m ~ d  45 percent of 
those covered, consisted of health insurance policies 
offered by general insurance companies and sold, 
directly or t b u g h  brokers, to families or p u p s  of 
employees. The second, ?he employer-sponsored 
health fimd, was usually associated with large com- 
panies; most such funds served as administrative tools 
by which employee and employer contributions were 
collected &.id administered. The funds were admini- 
stered either directly by the company or, for a fee, by 
an otltside administrator. Under the third type, the 
"brgker- as-coinsurer" plan, the administrator of a 
health fund agreed to assume sose of the insured 
group's risi.: - up to tlne total of the fund's pool of 
contributions. If  lord claims surpassed this amount, 
~e find raised the necessary amount to pay the debt, 



but if total claims were less than revenues for a given 
period, the broker retained the difference as his profit 
The second and third types together accounted for 
another 45 percent of those covered. Finally, Lima 
had four HMO-like plans, sponsored b y  pr-iva~e hos- 
pitals. These accounted for the remaining 10 percent 
of total prepaid coverage. 

s -Many of those in Lirna/Cal!ao who were pri- 
vately insured were also covered by social security. 
They either preferred to use private health senrices, or 
used them to supplement their social security bene- 
fits. 

The potenrial demand for private health insur- 
ance in LimdCallao was great, particularly if such 
arrangements were to lower rheit prices, and if urban 
social security and public health services did not 
improve in quality and efficiency. 

Factors &at would tend to hinder the develop- 
ment of private prepaid schemes in Lima/Caliao were 
a generaj. lack of managerial skills, the opposition of 
physicians to negotiated fees, and high mandatory 
contlibutions to the social security system, which 
made additional private coverage very costly. 

2. Bolivia. At the time of the HCFLAC project's 
Bolivia study (Rosenthal er al. 2988), PROSALUD 
wzs anenpthg to achieve complete self-financing 
using a combination of user fees and a prepayment 
plan. 

* The wide differences in the potential for self- 
financing within the PROSALUD system were 
largely due to the impact, on both costs and revenues, 
of the low price being charged for the prepaid plan. 

e Whcn PROSALUD began to phase out prepaid 
patients via non-renewal of contracts, most previ- 
ously prepaid patients continued to use PROSALUD 
facilities on a FFS basis, and tJle facilities became 
financia y viable. 

3. Ecuador. In 1985, a USAID-supponed study 
was canied out in Ecuador ro develop an (ultimately 
self-financing) private sector strategy to improve PHC 
delivery in rural and low-income urban areas cur- 
rently underserved by the MOH and the urban and 
ruralsocial security programs fITZITOPJ 1985). 

a At the time of the study, an estimated 50 percent 
of the population in rural areas of Ecuador lacked 
access to basic health services. 

e The services of the -MOH were perceived as 
ineffective and non-responsive to people's needs. 

e The repon prooposed the imptementatior, of two 
demonstration projects, both community health 

facilities (one mral and one urban), each employing 
its own personnel and characterized by an emphasis 
on health education and promotion activities, home 
visits, and outpatient care. 

The study proposed that both efforts be 
financed by a combination of prepayment arrange- 
ments and copayments, with an eventual emphasis.on 
the former. The demonstration projects were 10 kegin 
in September, 1985, but no results have been pub- 
lished. 

4. Dominican Republic. A recenf USAID- 
sponsored s t ~ d y  assessed the feasibility of establish- 
ing an HMO as a business venture in rhe Dominican. 
Republic (ALICO 1987). 

a At tbe time of the study, group practices called 
iguulas medicas already existed in the Dominican 
Republic. They oEered prepaid health services pack- 
ages, and primarily covered lower- and middle- 
income workers. 

0 These practices, comparable to HMOs, 
zccourited for 75 percent of dl. health insurance cov- 
erage. 

a Although a market niche for an "upscale 
prepaid managed care plan" appeared to exist, it was 
the opinion of the study's authors that the enrollment 
and premurn level necessary to support such a plan 
as a commercially viable operation were unattainable 
at the time. 

5. jamiiica. USAID also sponsored an explora- 
tory study of alternative str~tegies for privatization in 
the Jamaican health sector, in the face of perceived 
quality and cost-effectiveness problems in both rhe 
large public and smaller privare health sectors (Rice, 
Ramey and McGrIff n-d.). 

o Several new f ~ m s  of public/private p m e r -  
ship were proposed, of which kree included some 
form of prepayment for health care: a new National 
Insurance Plan, to be administered by a private entity; 
a "voucher option," in which Jamaicans could use 
their per capita share of recurrent health expenditures 
to purchase either a pubIic or private sector health 
plan; and a trust fund ro subsidize a "poor-only HMO" 
(ibid. :36). 

In 1985, Project HOPE prepared a preliminary 
analysis of the alternative financing options under 
consideration by Jamaica's Committee on Alternative 
Methods foi Financing the Health Services (Gamson 
and Nrilensky 1985). 



m The study proposed a plan under which the 
employed would contribute a proportion of their earn- 
ings to a Health Insurance Fund, md would in turn 
purchase a package of hedlh services that would be 
delivered by providers (whetfier public or private was 
left undecided) who would bill the Fund according to 
a fee schedule set by t9e government. Patients would 
pay the difference. either out-of-pocket or through 
private insurance, between what was allowed under 
the fee schebuIe and the actual cost of services. Health 
care for the indigent would be paid for from *e Con- 
solidated Fund (7). 

6.  Guatentuia. The HCF/LAC Guatemala study 
(Gwynne 1988) reporred shat several kinds of private, 
prepaid risk-sharing health care arrangements already 
exisred on the South Coasr of Guatemala at the time 
of the study. 

The study team felt that the best way to provide 
prepaid coverage for the grealesr number of agro- 
expart workers (and their dependents) was through 
existing agricultural organizalions such as the coffee- 
growers' association. 

USAID also smdied the possibility of setting up a 
managed, prepaid health services organization (akin - .  

to an HMO) in Trelawny Parish (Zukin and Weinberg 
(7) Participants at the June, 1989. H C F W  Final Meeting re- 

1985). However, ported that, due to res t~ic t io~ on the imposition of new taxes, the 
the ~ ~ u l a t i o n  was found to be too poor 10 Heal& Imxwee Fmd had not been established. 

support an HMO; instead, it was mmm-nended thaL a 
*.ipmu io ivne. 1989 HCF/LAC Final Meeting re- 

different parish be selected or that Trelawny 'be corn- 
p& a private HMO wa established in Jamaica in 1986, 

bined with another parish for purposes of implement- off,,g p,p&j he&h of "preferred provide? to 

ing xhe FLMO idea (8). firms w i h  five or more employees (see Lewis 1988b58). 



Conclusions and 
Recommendations 

This chapter is based on the research reviewed 
I above and on comments and suggestions that ema- 

nated from the HCFLAC project's fourth annual 
I 

I workshop, held in June, 1989, at urhich participants 
(see Appendix TII) reviewed a preliminary draft of 

I 

I th is  report. 

i A. Conclusions 
I 

I 1. Cun&xt. The economic crisis that beset most 
t LAC counrries over %he past decade has reduced their 
I 

9ubEc healfi expenditures, both absolutely and as a 
I proportion of GDP. Even greater has been the 
i deterioration sf the quality of public hedth care. 
I While general tax ievenues remain rhe most impor- 
I mt source of health care support, accounting for 
I 

anlwhere from 30 to 80 percent of total healt5 sector 
financing in the iO LAC countries reviewed here, - 
these countries tend to assign increasing impomace 
to social. security and private sector fini~*~cing alternil- 
tirres. 

I The economic crisis has apparently stimulated 
I private health care spending, which appears to have 
i risen as a proportion of total health sectm financing. 

The World Bank and AID, as tIxe main sources of 
I internationat h e m  development support, have en- 
\ 
I conraged the general tendency toward diversification 

I of health sector financing; these donors have urged 

public health authorities to reallocate resources from 
hospital to primary and preventive care and to rel;. 
more heavily on alternative sources of financing. 

2. Costs. Cost studies at the primary care level 
have found that h e  annual total casts of otherwise 
comparable health centers, as well as the unit costs of 
services they deliver, vary widely - both within and 
mong subsectors (i.e., public, social security and 
private j. These variations are explainable by differ- 
ences not only in the centers' efficiency of resources 
utilization, but also in the variety, quantity, and qudt- 
ity of final services they produce. 

At the hospital level, cost studies have found that 
large facilities account for even bigger proportions of 
the total cost of public hedm services than standard 
expenditure accounts show. Identifying fully- 
accounted-for facility costs, as well as the unit costs 
of inaividual depaltments and the services they pro- 
vide, creates a basis for politicdl and management 
decisions on ccist containment, cost recovery, quality 
improvement and equitable resources allocation. 

3. Demand. Studies of the demand for health 
care show that househofds - and employers, acting 
for t'ieir employees - account for between 20 and 40 
percent of total health sector expenditures in the 10 
LAC countries reviewed here. These expenditures 
include direct payments for both public and private 



care, purchases of medicines, and paymenw for cover- 
age under private, prepaid plans. Private practi- 
timers, for exaxpie, provide over a *third of all arnbu- 
latory care in Lima and over half in Santo Domingo. 

Simulations, based on household survey Oala, 
suggest  at if user charges for out~a,tient care in 
public hospitals were introduced or &eased, within 
reason and with exemptions f ~ r  the poor, overall 
health services utijization would not decline signifi- 
cantly? but many users of public health services worrid 
switch ID private providers whose services they con- 
sieer to k of higher quality and/or more readily 
accessible than public services. Demand f ~ r  inpatient 
care more st;rongl;ly favors public facilities, -because 
they are in far more ample supply than private hosyi- 
tals and beczuse privare hospitalization charges a x  
not ai"forGaS!e by mow households. Demand smdies 
a l s ~  .show that even very Icw-ific~me households 
make some payaents for health care (especially medi- 
cines), but that most of the cost of the hezIrh care they 
need must be borne by providers that are publicly 
funded or supported by private charitable sources. 

4. Health care financing a!ternu#ives. Research 
findings emphasize fie important role that social 
sectirity pizys in finmci~g medical care, especiaily in 
Latin American countries. In the seven Latin 
America~ countries reviewed here, medical care 
under social security accocnts for 20 to 30 percent of 
total healrh sector expenditures; in  the three 
Catb*uean countries, social sect3r;lty contribuies up 
to 10 percent (Belizz, St.  Lucia) or nothing at all 
(Jamaica). 

Social security maidy  covers urbar, nfddle- 
income workers ad thcir dependents, a t ~ o u g h  a 
rural program in Ecuador demonstrates coverage 
can be extended to agricuJtural com~nuniries as we!]. 
The cost sf medical care under social secuity is 
generally higher rhar, the cost of public or privare 
health services, yet many beneficiaries consider the 
quality of this care to have deteriorated in recent 
years. 

Skidies of private. prepaid health plms show that 
these dtemztives are still emergent, but in some areas 
are already an important component of rota1 hcalh 
sector financing. Private. prepaid plans includc in- 
surance plans (individual and grcup policies) as well 
as employer-, community-, md provider-mmaged 
plans. Lima and Smro Dorningo, wherc W s e  plans 
accounr for about I0  percent of total coverage, are the 
leading examples of their potential for p~ovicling 

coverage in large urbm areas. In a few smaller cities 
and agro-expor~ areas, employers (or employer or- 
ganizations) and communities (or caoperatives) are 
providing ambuiatoq care financed by prepaid plil,"rs 
andlor user fees. Some of these plans demofistrate 
the potential for expansion of ambularory care, but 
they generally do not provide irrpatient care (except 
normal deliveries). 

B. Recommendations 
The following recommendations are grouped by 

subsector: public hedth services (primarily minis- 
tries of health), medical care provided under socid 
security. and private health services. Issrres of house- 
hold Gemand for healrh care, including paymenrs di- 
rectly to providers or through health insurance or 
other prepayment plans, cut across &e three subsec- 
tors and are reflecred ir, recommendaticns under all 
three subheadings. 

I. Public heaIfh support. Since LAC countries 
provide health care for p o r  a ~ d  lower-middle-in- 
come population segments preclorninantly through 
government programs funded from genera! rax reve- 
nues, international health development suppor: should 
continue to focus on stren,gthenin,o these programs. 
The following financing arrangements are recom- 
mended: 

e personnel expenditures for public health serv- 
ices sk:ou'id be limited to that proportion of aggregate 
(ministry of health) and facility-level operating budg- 
ets which allows for +pr~priate shares for other line 
items (e.g., supplie-, rnaintenmce, etc.), so as to main- 
tain quality of care under inevitable budget con- 
straints; issues of cost control, particularly for per- 
some1 and other budget fine items (e.g., imported 
equipmeni and supplies), need to be addressed at the 
appropriate locus of power md responsibility; 

e cost containment is more complex at  hospitals 
Chan primary care facilities, and the magnitucie of re- 
sources involved is far grcater. Thus, hospitals should 
be the main focus. initially, of newly-inrroduzed cost 
ccmaiment measures. Hospital cost containment. in 
particular, requires reevaluation of functional respon- 
sibilities ( e  .g.. reducing the volume of ampatienr serv- 
ices), and of appropriate techologies of care; 

since it is unrealistic (and not necessarily advis- 
aHej to limit access to inpatient care at public health 
fxilities to priorjiy population groups, these facilities 
should charge reasonable user fees, subject to means 



testing, and bill patients who have private, prepaid 
plans. -Most of ~e reveilues collected should be 
retained and directly managed by hospital5 and health 
centers as an incentive to improve rhe quality of care 
they provide: 

a increased cost recovery. especially at hospitals, 
=quires that political commirmenrs to "free" health 
care are interpreted as referring to those who cannot 
afford to pay. Since even relatively affluent house- 
holds need protection against the risk of incurring 
"catastrophic" payment obligations, user fees wadd 
encourage them to obtain health insuraxe (or join a 
prepayment plan) &at can help pay their hospital 
Sills; 

hospital services should be su5ject to ''full cost 
pricing." This does not rneari that patients - even 
r3lativeIy at%iuent ones - should be expected to pay 
the full cost of services they receive; full cosr pricing, 
however, provides the basis for detemining to what 
extent services should be financed from user charges 
(sibject to a means tsst), from patients' socid secu- 
rity knefirs, from private health insurance or ot%er 
prepayment plans, fiom general tax revenues, and 
from other sources (e g., dornesxic and international 
charitable donations, international health develop- 
ment assistance, etc.). Full cost pricing should also 
serve as a basis for cost containment, such as Iimi ting 
high-cost services to those considered essential, and 
redirecting parients seeking ordinary arnbuf atory care 
to heal* centers; 

user fee exenrptions, both at hospitals md pri- 
mary care facilities, require standardized means rest- 
ing, for which appropriate criteria and procedures 
need to be periodically reviewed; hedtb. identifica- 
rion cards could be issued to show patients' exempt 
status and/or beneficiary stacus (under social security, 
private health insurance, etc.), as well as to record 
basic personal medical data; 

e public health authorities, wirh international 
h e d a  deseloprnent assistance, should devise system- 
wide efforts to promote cost containment cost re- 
covery strategies; this includes implementing coordi- 
nated revenue collection, medicd data recording, and 
cost accounting procedures; training facility manag- 
ers and medical staffs ir, the use of the data thus 
generated; and deveIoping legal and institutional 
models that encourage managerial autonomy and 
physician peer review; 

e costs of similar services should be compared 
among facilities so that cost variations and their 
causes can be identified; coy: containment should 

involve appropriate distribution of i-esponsibilities, 
and corresponding allocations of resources, among 
levels of care and types of facilities; 

o public health professionals, from national level 
appointees to facility managers and staffs, must be 
trained in cost containment measures that enhance 
rhe productivity of resources, and their utilization in 
conformance with standards considered appropriate 
for specific levels and settings of public health csre 
delivery; appropriate incentives should be used to 
encourage and reward productivity-enhancing cost 
containment accomplishments; 

e any decision to introduce (or expand) user fees 
at public health facilities should be preceded by a 
realistic projection of revenues to be collected, and an 
equally reaiistic estirnare of the costs of collection. 
Net revenues should be of sufficient maarude to 
finance specific improvements needed to increase a 
facility's overall quality of care and equity of access 
(I.e., its effectiveness); 

if a facility has been judged suitable for cost re- 
covery, the level of its financing from general tax 
revenues (and possibly from social security revenues 
as well) should (wir,hin limits) be conditional upon 
revenue generation from cost sharing; 

e evidence of user dissatisfaction (from house- 
hold surveys) and facility underutilization (from in- 
stitutional records) shows fiat reductions in financing 
have caused public health services to become less 
cost-effective; qualitative improvements in public 
healfh services, reflected in most of these recommen- 
dations, are therefore basic 10 increasing the cost-ef- 
fectiveness of services delivery and expanding public 
health coverage. 

2. SociuI security support. The high costs and 
low coverage of medical care under social security 
have in the past kept the World Bank and AID from 
providing them with health development assistace, 
bur this is currently under review. The potential for 
increasing the cost-effectiveness of medical care 
under social security is great. Specific recomrnenda- 
tions include the following. 

r Provide technical assistance to those programs 
that have aiready decided to extend full coverage to 
all dependents of covered workers. Implementing th is  
decision would require significant changes in the cost 
structures of these programs. such as reducing hospi- 
tal-centered services in favor of expanded ambula- 
tory care centers, and increasing the productivity of 
the programs' relatively costly personnel resources. 



* Increasing the rates of wage taxes to increase 
social security revenues is not recommended, be- 
cause eggether with orher benefits) wage faxes 
already represent a heavy payment burden on em- 
ployers and workers alike. Instead, the collection of 
wage taxes should be improved, although this re- 
quires simultaneous improvements in the qcality and 
accessibility of medical services to which covered 
workers are entitled. 

I, Those governments that - as employers - 
have fallen behind in their mandated contributions to 
social security should not expect public sector em- 
ployees to be sewed by medical care under social 
sectlrity d e s s  the legally mandated transfers of reve- 
nue take place; not doing so represents an implicit 
additional tax on those px5vate employers and en?_- 
ployees who do contribu'ie to these programs. 

a Expansion of coverage to population groups 
with lower average earnings than those cu~ently 
covered is possible; however, since social security 
prugrams are not ge~erally intended to redistribute 
income (or benefits), the marginal cost of coverage 
for new groups must be lower than the average cost of 
serving current beneficiaries; this could be aczorn- 
plished by financing primary health care expansion 
through a prepayment plan for the newly covered, 
while financing their hospital care through internal. 
cmss-subsidies, or even from general tax reveaues. 

9 Primary care centes financed by social securiv- 
programs should provide most of the same preventive 
services that public health cemers offer. While @is 
may increase the total cost of centers (depending on 
the mix and total volume ~f care), a greater variely of 
services offered is Bkely to decrease aeir average 
unit costs, and thus facilitate the further expansion of 
coverage. 

.I The informarion systems ( i . e . ,  expenditure, 
utilization and cost accounting) of medical care pro- 
grams under sacid security are at le;~: as deficient as 
tbose of public health services ard need similar im- 
provements; moreover, public health and socid secu- 
r i~y  infomarion systems should be compatible so that 
unit costs of similar services can be compaed not 
od.y within the ressctive subsectors but also be- 
tween &em. 

r, While palrid cost recovery from user lees in 
public hedzh facilities is recommended, and to slope 
s-;zlail extent practiced, the same has generally not 
been the case for rnzdical care programs financed 
through social security. However, jug  as private 
health insurance and other prepayment plans in many 

cases require co-payments (as restraints against 
unnecelssary utilization, if not for cost recovery per 
se), so could social security programs. Co-payments 
may be more acceptable to employers and employees 
than further increases in wage b x  nies. 

ar Inasmuch as many social security beneficiaries 
dread y have supplementary private insurance or other 
prepayment plans, whether and how medical care 
under social security could be co-financed from p i -  
vate fi~ms of risk-sharing should be explored (again, 
as an alternative to increasing social security taxes). 

0 As an alternative to providing medical care di- 
rectly for nost of their beneficiaries (as is the case in 
the Latin American countries reviewed here), social 
security programs should examine the alternatives of 
providing medical care benefits through public and/ 
or private providers on a capitation or reimbursement 
basis. This option is already available, to a limited 
extent, in some of these countries, and may be suit- 
able parcicdarly for tlle expansion of coverage io 
iower-income population segments in urban areas 
and to workers and their families in agro-export ar- 
eas. 

a In *ihe Cwi3kan countries, the use of social 
security revenues for medical care is limited, so far, 
to poorly-defined transfer payments to public heda 
sewices. It is inadvisable for social security programs 
in Caribbear, countries to develop their o m  medical 
caxie facilities; they should therefore decide on appro- 
priate arrangements with either public or private pro- 
viders. This, in rum. require: that average unit corn 
of care be available as a basis for derermining how 
msch social security programs should contribute for 
the: coverage of their beneficiaries. 

3. Fdivate sector suporit User fee payxnents, 
atready frequently refem0 to above, are - nem to 
general tax revenues 2nd sociai security taxes -one 
of the three main sources of health care fi~mcing in 
all 10 coumries reviewed here. hlmy households 
direcdy - ~ y  for private care md purchase medicines 
from prIvaxe pharmacies: for the poor, this cm be a 
substantial drain on eieir meager resources. For this 
reason, and given 21ese countries' preference for 
government firimcing of health care (from general 
2nd social securky taxes), the s~bstantid proportion 
of totiti health care finamcii~g accounted for by direcr 
household payments should 3e recognized by alI. 
coacerrcri. 

s The burden of direct payments for Tow-income 
~ouseholds should not be further i~creased by the im- 



position ~f user fees in public health sewices; this Is 
genedly accepted, as evidenced by exemptions far 
the medically indigent. Between une-third arld two- 
thirds of the popu!arions of the 10 countries reviewed 
here shoald be assumed 10 be exempt, except for 
nclminal fees sat may 'oe needed to control or ever, to 
sximulate utiliza~on of primary health services (the 
laner if &e target poplation thlnZis of freD care as 
being of 'low quality). 

h o n g  h e  o n ~ . - ~ r d  to two-thirds of the pvpu- 
lalion who do no1 qualify for exemption from us-r 
fees, based on means testing. the potentidl demand 
for private, prepaid risk-sharing plans is evident. The 
development of these plans should I .. encour.zgeD. 

e The recommendation (above) to encourzgc the 
development of private, prepaid risk-sharing pians is 
to some extent predicated on the assurnpion chat dc- 
mand for such coverage reflects a real preference for 
private care, rather than a reaction to the posr q-wlity 
of care provide6 by public health and social security 
progrzms. It should dlso k determined wlieth,er ;l~e 
development sf these private sector alternatives needs 
active support horn ptiblic and internadand agencies 
or rnercly a permissive regulatory environment. 

e Private heal& care financ;, .g a:tema~ives, while 
&ey c m  !x imponant as risk-sharing arrangements, 
run *he danger of stimulating zmscessary dernmr5 
for bed3  cart: and of 'rseirlg cost?~ P10 operzre, pzr- 
;icrrlarIy if meir nenkrship i s  relaiiveig small. n e s e  
plms should xhercfore =quire some co-paymnI;lrs t~ 
cantmi Irrilizatior; md help prevent - :aLber than 
contribute to -- wr~ecessar;*iy ccstly provision of 
health cap,. 

s milt there is cvidence &a? priv21e hedth sew- 
iczs can 'become ii~ancially sef-sustairing at the pri- 
mary c m  fevd: dzeir success $so reflects the failure 
ef p~Mie  he,$& systems xo provide ~e necessary 
covcnge fcr low-inconze populations. Especially if 

self-finzncing pnvzte senrices zre to be established iz 
new locations, t-ne underlying asscmptions favoring 
user fee payments (or even prepayment) by low- 
income ZlousehoIds should be reviewed from the 
perspective of equity. 

6 Household demand studies have brought to 
light extensive cr~ss-utilization of health services 
mong subsectas, regardless of beneficiary sstatus. 
This suggests that health systems are disor~mized 
md resources utilization is highly inefficient. 'i;rus, 
the reasons for apparent private care preferences, and 
for the exlensive cress-utilization of services, qhould 
be more systematically analyzed. 

e Norhing in the research studies reviewed here 
shows t32at priva~e sector alternatives are ne.sessar;lly 
m x e  cnst-effective or unequivocaUy prefemd by 
households; I-ImSeholds seek the besr qudi~y care 
They can afford, and strongly prefer docion over 
paramedical w~rkers. These h~usehaid survey find- 
ings suggest a shift in h e d i i  policy emphasis from 
"lower cost" to "higher productivity" alternatives in 
LIe delivery af primary health care. . Finally. the public/pr;ivate goods diainc~ion, 
applied lo preventivekurative care. d-121 has been used 
in the World Baiik's "age~da for refom" ~r'health fi- 
nmcing I s  no3 str~ngly suppoxed by ble research re- 
viewed h e x  Curative care for &e rnedicdlg indigent 
is ge~crally accepted as a publie seccor responsibiilty, 
and heelrk aut-horirties view curative and preventive 
care as ir,teracthe & ~ d  mutually supportive. Policies 
favoring private financing of crlriitjve care wodd be 
more convincing, particulaxlgr in the LAC counrries 
reviewed heE, if &ey were based on household in- 
come rather thm cosmefiefit considerations, and if 
they took account of &e fact that households md 
private employers already contribtte stibstafirially - 
i?u-oirgfi direct user fees, prepapent plzms, and social 
security payments. 
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Appendix I1 
HCFILAC Country Studies: 
Background, Objectives, 

Methods 

Tfiis appendix, a reference section for readers un- 
familiar with the eight country studies carried out 
w-der the HCFLAC regional project, contains brief 
descriptions, organized alphabetically by muntry, of 
the background, objectives and research m e h d s  of 
the eight studies (greater detail on methods can be 
found in Chapter 111). The Appendix does not contain 
findings and recommendations emanating from the 
eight studies; these are sumnzarized in Chapters IV- 
VE, where they are integrated with kdings ar,d rec- 
ommendations fTom other research studies. 

,' 

1: BELIZE 

Raymond, Susan Ueber, B. Lewis, P. Meissner, and 
J. Norris. 1987. Financing and Costs of Health 
Services in Belize (HCF/LAC Research Report 
No. 2). 

Background. Prior to the I986 HCFLAC study 
in Belize, th is  small Central American country lacked 
empirical data on the total cost of the health care 
consumed there, as well as on the unit costs of health 
services provided at Belize City Hospital (the 
cowitry's major public hospital). The st.~dy, designed 
to examine both costs and financing. panems in the 
Belizean health services system, was undertaken at 

the initiative of, mu in cooperation with, Belizean 
public health authorities. 

Objectives. The initial god of the study was 'to 
establish a cost database for Belize City Hospital, in 
order to update its user fee schedule. fn addition, 
costs of several other public health instimtions in the 
country were estimated; the management structures 
and policy alternatives required to implement cost 
conraimnenl and revenue base expansion options in  
the Belizean public health system were addressed; 
and a basis for improving linkages among the pubIic, 
social security, and private health subsectors was 
provided. A final goal was t9 assess the adequacy of 
an annual subvention paid by the Belizean Socia! 
Security Board to the country's Ministry of Finance 
to cover treatment of injured workers at public health 
faciliries. 

Methods. The step-down cost allocation proce- 
dure (see Ch. Ill) was used to determine the costs of 
Belize City Hospital. Key data developed for the 
hospital included total znnuaI cast, annual operating 
cost, average total. cost per inpatient and per patient 
day, average operating cost per inpatient and per 
patient day, and cost per bed day for various hospital 
wards. Data on the costs and management of other 
public health facilities, on the Social Security sub- 



ventior, and on the overall organizatiofi m d  financ- 
ing of the country's health system were collected 
through interviews and bocurnentaq research. 

When the study team att.ernpteb to assess ~e ade- 
quacy of the Social Security Board's xfiual subvcn- 
rion, it was discovered thar no differentiation in the 
use ~f inpatient or outpatient hospital services h r  
Social Security beneficiaries was available. The ream 
herefore uevefoped simula5ons showing ths eornbi- 
nation of services &ar could be p~rchased for the 
amount of the subvention at cuxer,t public healti 
facility costs. 

Rosent!!al, G., A. Arrazola. G. Crowley, C.  Cuellar, 
ar,d A. Solari. 1988, Toward Seif-Financing of 
Primary Health Services: A Market Study of 
PROSALUD in Santa Cruz, Bolivia (HCFLAC 
Research Report No. 6). 

Backgroulzd. PROSALUD - an experimental, 
privare sector, primary health care organization - 
was originally established, with USAID supprt. in 
1983, to provide PHC for Lle low-income members 
of three agricultural co~peratives in the state of Santa 
Cmz, Bolivia. By the time of the HCF:/LAC Bolivia 
study in 1487, PROSALUD had evo! lred int.9 a net- 
work of health services "rnoduIes," c ach coniaining 
at least one health center arrd (in sorn : cases) satellite 
health posts as well. These provided outpatient prz- 
ventive curative care, deliveries, basic drugs, and 
lab tests. Payment was either on a fee-for-service 
basis or &rough enrollment in a prepaid plan. A mid- 
term evaluation of PROSALUD identified ihe nced 
for a market analysis, which was undertaken by tihe 
HCFILAC project at the request of USAID/Bo!ivia 
and PROSALUD management. 

Objectives. The major objective of the study was 
to design a market analysis model for estimating the 
p i n 1  at which a PHC network such as PROSALUD 
would become self-financing - thar is, would gener- 
ate sufficient revenues to cover its rota1 costs. A 
seccndary objective was to apply this analytical 
model, and a corresponding fiisancial planning me+&- 
o d ~ h g y ,  to PROSALUD. Thus, while trle stud4 drew 
on a specific effort in Bolivia designed to expand 
f HC tlrough fee-for-sewice and prepayment financ- 
ing, a broader goal of fie analysis was ro serve as a 

more general model for firture market analysis of 
PHC expansion via non-govcmmentd, self-financing 
alternatives. 

-Methods. The shidy focused on the two longest- 
running PROSALUD modules. First, the demand for 
health care in the markets senred by the two modules, 
and the potential services delivery capacity of each, 
wert matyzed. Next. a staristical. model was devel- 
oped with which to estimate the probability tha: an 
individual with given demographic. economic, and 
heal& attributes would utilize the prirrtary health serv- 
ices provided over a given period of time. Such proba- 
biiities were then used to determine whether and 
wher! a "break-even" point - the point at which a 
facility's total revenues would equal. its total costs, 
based on projectej numbers of prepaid and fee-for- 
service patients -existed for each module. To ascer- 
rain the market possibility of self-financing, the break- 
even points were related to the predicted demand 
levels developed earlier. 

A year after the original fieldwork, the research 
was followed up with an analysis of changes that had 
occurred at the two modules, and within 
PROSALUD as a wh~ le ,  as a result of the study. An 
epilogue to the study reflects this follow-up work. 

DOMINICAN REPlTBLIC 

Gomez, Luis Carlos. 1988. Household Survey of 
HealZh Services Consumption in Santo Dom- 
ingo, Dominican Republic: Methodology and 
Pref imir.ary Findings (HCF/LAC Research 
Report No. 8). 

Bitran, Ricardo A. 1983. Household Demand for 
Medical Care in Santo Domingo, Dominican 
Republic (HCFLAC .Research Report No. 9). 

Background. Prior to the HCFLAC project's 
1987-88 work in the Dominican Republic, no data on 
the demand for health care in S m t ~  Domingo - p- 
tenlially very usem to both public and private secror 
institutions providing health sexvices - were avail- 
able. The country's Ministry of Health (SESPAS) 
and US AIDDorninican Republic joindy identified 
the need for a demand study, and engaged the 
HCF/LAC project to establish the necessary database 
via an extensive household survey and then to per- 
form a demand analysis, making econometric esti- 



mates of the significance of selected variables in 
determining panems of health services silization. 

Objectives. The goal of the first of the two 
HCFLAC studies in the Dominican Republic was to 
design and implement the household survey that 
would yield the database for future demand analysis. 
This survey, carried out in Santo Dorningo in Zaxe 
1987, provided information on access to and utiliza- 
tion of health care across the whole spectrum of 
public and private provider and financing alterna- 
tives. The second HCFLAC study, based on ttlese 
suney data plus a review of the currem structure of 
the health services delivery system in Santo 
Domingo, analyzed the demand for "medical care" 
(defined as curative, non-dental health care provided 
by a physician) in Santo Domingo, identifying 
pattern and determinants of public and private healrh 
services utilization by households. 

Methods. For rhe household survey, the method 
used was probabilistic sampling of the population of 
Santc Dorningo, using a survey instrument designed 
by &e HCFLAC m d y  team. Over eleven tbousmd 
individuals, selected fiom among the 1.8 million in- 
habitants of Smto Domingo and stratified by socio- 
economic residential characteristics, were included. 
-Meanwhile, a supply-side study of the Santo 
Domingo health sector was undertaken to comple- 
ment the demand-side information provided by the 
survey and demslnd analysis. 

For the demand analysis, a model of consumer 
behavior was developed in order to estimate the ef- 
fects of a number of explanatory variables on TWO 

types of household decisions: whether or not to seek 
medical care in case of illness, and which health 
subsector to use in obtaining care. In the case of 
oatpatiem care, eight explanatory variables (sex, age, 
socia! security coverage, household income, educa- 
tion, price of medical care, travel time to health facili- 
ties, and type of healrh problem) were tested for their 
effect on each of the two dependent variables. This 
was repeated for inpatient care, with two differences: 
first, the decision to seek or not to seek inpatient care 
was not analyzed, since inpatients have relatively 
lirtle choice about whether or not $0 seek care; and 
second, the effects of price on inpatients' choice of 
subsector were not studied, because the great variety 
of inpatient treaunents =d correspondingly smaU 
number of observations for each treatment did not 
permit statistically reliable analysis. 

Representatives cf the various Dominican health 
subsectors, academic and research instimtions, and 
US and international organizations discussed the two 
srudies at a two-day workshop, held in Santo Dom- 
ingo in January, 1989. workshop participants identi- 
fied conclusions and drew policy implications from 
both the household survey and the demand analysis. 
These were included in the ftraaf. chapter of rhe second 
of the two HCFLAC reports. 

ECUADOR 

Gomez. Luis Carlos (ed.). 1987. Costos de 10s Servi- 
cios Basicos de Saiud en Ecuador (with English 
Summary) (HCFLAC Research Report No. 4)- 

Background. The HCFLAC project's Ecuador 
study, an exploratory study of the costs of primary 
health services in Ecuador, was undertaken in 1986 at 
the request of the Ecuadorian Ministry of Health, 
which lacked comparative data on primary health 
care delivered through the public, social security, and 
private subsectors. 

Objectives. The main goals of the study were a) 
to test a cost accounting methodology that would 
pennit comparisons among facilities providing PHC 
in the three Ecuadorian health subsectors; b) to 
account for all costs incurred in the delivery of PHC 
at 18 health centers representing the three subsectors; 
c) to identify the causes of cost variations among 
these facilities; and d) to explore aspects of the qual- 
ity of health services, the equity of their distribution, 
and the relationship of quality and equity to ctssu. 

Methods. Eighteen Ecuadorian PHC facilities 
were chosen for case study: eight run by the Ministry 
of Health (MOH), seven by the mral social security 
program (SSC), and three by private providers. While 
these facilities were intended to be broadly represen- 
tative of their subsectors, no statistical inferences 
about institutional miverses were sought. 

For ~e cost analysis, a simplified version of the 
step-dom method was used. This method prorates 
subsectorid costs in calculating the average annudl 
unit costs of facilities and the average unit costs of 
health services (see Chapter 111). The 1985 total 
annual cost, including (for MOH and SSC facilities) a 
proportion of the administrative costs of the provin- 
cial and national administrations of the MOH or SSC, 



was catculzted for each facility. Recurrent and capital 
costs were cdculateci separately. Total costs were 
broken down by standard budget line items and dis- 
tribrrted among the activities performed at each facif- 
ity. The costs of rhose activities that were not health- 
specific were then distributed across "final activi- 
ties," and &e merage cost of each final activity was 
calculated by dividing its total annual cost by the 
number of times the activity was performed in 1985. 

The quality of health care provided at the eight- 
een facilities was assessed through a questionnaire 
that tested physicians' and auxiliary nurses' knowl- 
edge of standard health care procedures. The equity 
with which services were distributed was established 
by analyzing the geographic and subsectorid distri- 
butions of population and hedth resources at both the 
regional and provincial levels. 

GUATEMALA 

Gwynrle, Gretchen (ed.). 1988. Private Sector 
Health Care Alternatives for Agricultural 
Workers on the South Coast of Guatemala 
(HCF/LAC Research Report No. 7 j. 

Background. The HCFL AC Guatemala study 
was undertaken at the request of USAIDKuatemala, 
which needed profiles of health care providers cur- 
rently serving the country's major agro-expon region 
- the Scuth Coast - in order to assess the feasibiliry 
of helpin2 to improve health services in this area via 
private sector initiatives. The South Coast, where 
export crops are produced on large plantations, was 
chosen for several reasons. First, it contained a large 
proportion of low-income Guatemalans; indeed, the 
region's farm families were among h s e  Guatema- 
lans most in need of hedth services yet least able - 
geographically, culrurally, or monetarily - to obtain 
them. Second, the region's economic base was strong, 
suggesting the possibility of increased private sector 
hedth care financing. Finally, the Guatemalan Social 
Security Institute (IGSS), which at the time of the 
study covered farm workers only for accidental in- 
jury, had recently announced that it was considering 
implemenring two more programs on the South Coast, 
maternal/child health and general curative care - 
possibly through private sector facilities. 

Objectives. In view of the small number of exist- 
ing public and social security health facilities on the 

South Coast, local observers felt that private sector 
alternatives might well be prefeferred on agro-export 
farms, several of which were already involved in 
such program. The purpose of the HCFLAC study 
was to assess the feasibility of expanding private 
sector health care alternatives, by analyzing &e 
organization, coverage, a d  (where possible) the costs 
of currently-existing arrangements - both those nm 
by organizations and based at multiple sites, and 
those run by individuals, many of which were repre- 
sented by a singlc health care delivery site. The 
implementation and sustainability of extended health 
sewices werr: also considered. 

Methods. Because the absolute number of private 
entities providing health services on the South Coast 
was small, a case study approach was employed. 
Entities to be chosen as case studies were identified 
using a system that ranked their potential for extend- 
ing PHC in the region. The attributes believed to 
enfiance the likelihood that a given PHC delivery 
arrangement would become an effective vehicle for 
an extension of care were defmed, and the arrange- 
ments were assigned pints for possession of these 
amibutes. Those with the most points were desig- 
nated for greater in-depth analysis of their actual 
ability and wiilingness to expand their health serv- 
ices. 

PERU 

Solari, Alfredo, J. Castaneda Costa. G. Crowley, and 
J. C. Vera. 1987. Private Health Care Financ- 
ing Alternatives in Metropolitan Lima, Peru 
(HCFJLAC Research Report No. 3). 

Background. As in Guatemala, the Hfft'LAC 
Peru study was undertaken at the request of the 
USAID mission, which needed profiles of existing 
organizations providing insurance coverage in the 
Lima/Callao metropliran area in order to determine 
the feasibility of encouraging the further develop- 
ment of existing private sector health care financing 
alternatives. 

Until the mid-1970s, the Peruvian Ministry of 
Health and Social Security Institute had provided 
relatively good health services to the population of 
Lima/Callao. However, an influx of rural migrants, 
combined with increasing urbanization and worsen- 
ing economic conditions, had curtailed the 



government's ability to maintain the quality of tI.rese 
services. As t'le quality of public services 
deteriorated, many- ~niddfe- and even fower-income 
Peimviam, predominant users of the public system, 
turned to the private sector for care, most of them 
paying on a fee-for-service basis. Meanwhile. the 
mdbination of rising demand and increasing costs of 
privare care had resulted in significant growth rn 
pfivate health insurance sales, both to individuals and 
large employers. By the time of the 1987 HCT:/LAC 
study, private sector risk-sharing arrangements in 
Limz/CaUao covered a b u t  8.3 percent of ~e capital 
district's popdation. 

Objectives. The twin goals of the study were ro 
identify all existing prepaid, risk-sharing health care 
plans in Lima/t/Callao and estimate their potential for 
growh. 

Merhods. Tnrough intemiews and documentary 
research, the MCFLAC study team traced the evolu- 
tion of h e d ~  care financing and delivery arrange- 
ments in the Lima/Callao area, and identified their 
current configurations. Basing their estimates on the 
number of households in Lima/Callso with sufficient 
after-tax income to participate in a risk-sharing plan 
and on severai factors favoring or discouraging the 
development of private prepayment schemes, the 
ream then assessed the potential for future ,wwth of 
prepaid health care in the metropolitan area. 

ST. LUCXA 

Russell, Sharon Stanton, G .  Gwynne, and M. 
Trisolini. 1988. Health Care Financing in St. 
Lucia and Costs of Victoria Hospital (HCFI 
LAC Research Report No. 5).  

B ~ c k g r o u ~ d .  Like h e  two other HCF/LAC cost 
studies, undertaken in Belize and Ecuador, the 
HCF/LAC St. Lucia hospital cost study was done at 
rhe requesr of and with the full cooperation of ~e host 
country - most irnporrantly, the St. Lucian Ministry 
of Health. As in Belize. the fully-accounted-for costs 
of rinning the country's major public health facility, 
the 100-ycar-old Victoria Hospital. were unknown. 
The government was considering either renovating 
this hospital or replacing it wih  a new facility. 

Objectives. As in Belize, the major objective of 
the St. Lucia smdy was to analyze the financial costs 
of all services at Victoria Hospital, which was 
absorbing a large share of Ministry of Health (MOH) 
expenditures. Other goals were to document the rolie 
of the hospital within the St. Lucian health services 
system, a d  - on the basis of the new hospital cost 
data generated - to provide Victoria Hospital, rkte 
,Ministry of Health, and the Government of St. Lucia 
with a series of options for improving cost control at 
the hospital and, more broadly, for improving tl;e 
aliocarion of the country's health care resources. 

Methods. Again as in Belize, the step-down cost 
allocation procedure (see Ch. 111) was used to deter- 
mine the costs of  Victoria Hospital. Data on ~e over- 
all organization and financing of the counuy's healh 
system, and also on the costs of a govement- 
subsidized, private, non-profit hospital in St. Lucia, 
were gathered through interviews, primary data 
collection, and docwne~tary research. En order to de- 
termine factors causing inappropriate admissions to 
Victoria Hospitzl and to suggest ways ro improve the 
facility's medical records, an assessment of the 
appropriateness of utilization of the hospital's obstet- 
rical service was conducted, using the appropriate- 
ness evaluation protocl (AEP) on 50 obstetrical cases 
at the hospital. 
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HCF/LAC 

Final Meeting 
Participants 

(Arlington, VA, June 21-23,1989) 

Latin American and Caribbean Country Representatives 

Arrazola, Antonio ...................................... m, Bolivia 
Soulos, Reginald .....................................,....... v a t  Sector, Haiti 
Castmeda, Maria Esperanza ........................... IPSS, Peru 
cast ill^. Marco Antonio .................................... SEGEPLAN, G u a ~ r n d a  
Cordova, Cesar ................... ......,.... .......... SSC, Ecuador 
CueUar, Carlos Javier ........................................ P A L W  Bolivia 
Duane, Isis ........................................................ IEPD, Dominican RepubJic 
Fairweather, Douglas ....................... .... ........ 0 ,  Belize 

........................ GiU, LXewelyn .. .................... MOH, St. Lucia 
Moncayo, Edgar ................................................ O H ,  Ecuador 
Keynoso, Jorge ................................................ O H ,  Peru 
Tapper, Al .............................. .. ................ 0 Jamaica 

USAID Mission Representatives 

Dowding, Sam ................................................... Belize 
............................................. Hmnberger, Paul Bolivia 

Scholl, Edward .............................................. Peru 



Washington, D. C. Area Participants 

Abmson, Sue ............................................... AID 
Collins, David H. ............................................ MSH 

................ Cmwley, Gail Marie ................... .. MSCI 
Dickerman, Sam ........................................ MSH 
Lewis, Maureen .............................................Urban Institute 
Moser, Patricia ..............................................AID (HCFLAC Project Manager) 
Petersen, Karen .............................................. IDB 
Pinto de la Piedra, Matilde ................................ John Snow, Inc. 
Rosen-berg, Elca .............................................. World Bank 

HCFJLAC Advisory Committee 

Musgrove, Philip ............................................... PABO 
Randlov, Allen ................................................. AID 
Rosenthal, Gerald .................. ., ............... .....---.-. REACH 
Strumpf, George ............................................. HIPGNY 

HCFLAC Consultants 

Bitran, Ricardo .............................................. Abt Associates, Inc. 
Garcia de Paredes, Gaspar ............................ Medical School, Univ. of Panama 
Gomez, Luis Carlos ....................... ........ ...... PUJ, Colombia 
Robertson, Robert L. ...................................... A Holyoke College 
Solari, Alf~edo ......................... .... ..... ..J Uruguay 
Trisolini, Michael G. ......................................... Boston University 

SUNY Staff 

Bloom. Reynold J. .......................................... SUf\cT1i,4ntemational Progranis 
............... Gwyrme, Gretchen ...................... .. HCFLAC Research Associate 

King, Shirley ....................... ... ..... .... ..... HCFLAC ,Management Officer 
Zschock, Dieter K. ........................................... HCFLAC Project Director 
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